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1. Name and Address of Company “Cies Y
b OF MTio
“ORPOR Ay FANATIC N,
Fraser Papers Inc. SATEFipa NEES
Suite 200, 181 Bay Street -
; Brookfield Place
. Toronto, ON MSJ 2T3
a + 4
‘ 2, Date of Materlal Change S U PP‘-
April 1, 2008 -
3. News Release
|
On April 1, 2008, Fraser Papers Inc. issued a news release through Marketwire. A copy of this
news release is attached as Schedule “A”".
4, Summary of Material Change
Fraser Papers Inc. announced that it had reached an agreement to increase the
Company's revolving credit facility with CIT Business Credit Canada Inc.
5. Full Description of Material Change
- Fraser Papers Inc. {“Fraser Papers” or the “Company"} (TSX:FPS} announced that it had reached
an agreement to increase the Company’s revolving credit facility with CIT Business Credit
Canada Inc. by $25 million to $115 million. In addition, the term of the facility will be extended for
| an additional three-year period, to expire in April of 2011.
i In support of the increased credit facility, the Company’s principal shareholder, Brookfield Asset
Management [nc. (“Brookfield”} (NYSE/TSX:BAM) has agreed to guarantee up to $25 million of
| the Company's borrowings under the facility. The Company has agreed to pay a guarantee fee
and to provide Brookfield with a fixed first charge over certain of the Company’s property plant
and equipment while the guarantee is outstanding.
6. Reliance on Subsection 7.1(1) or (3) of Natior'l)al Instrument 51-102
not applicable ROCESSED/
7. Omitted Information JUN 0 42008 t
not applicable THOMSON REUTERS
: 8. Executive Officer
C Glen McMillan
Senior Vice President and Chief Financial Officer
{416) 359-8605 3
9. Date of Report 4
April 8, 2008
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NEWS RELEASE: :: - ..~ FraserPapers

Fraser Papers Secures Expanded Credit Facility

{All monetary references are in U.S. dollars unless otherwise noted)

Toronto, ON (April 1, 2008) — Fraser Papers Inc. (“Fraser Papers” or the “Company”) (TSX:FPS)
announced today that it has reached an agreement to increase the Company’s revolving credit facility with
CIT Business Credit Canada Inc. by $25 million to $115 million. In addition, the term of the facility will
be extended for an additional three-year period, to expire in April of 2011.

In support of the increased credit facility, the Company’s principal sharcholder, Brookfield Asset
Management Inc. {“Brookfield”) (NYSE/TSX:BAM) has agreed to guarantee up to $25 million of the
Company’s borrowings under the facility. The Company has agreed to pay a guarantee fee and to provide
Brookfield with a fixed first charge over certain of the Company’s property plant and equipment while the
guarantee is outstanding.

TEEEERT

Fraser Papers is an integrated specialty paper company which produces a broad range of specialty packaging and printing papers.
The company has operalions in New Brunswick, Maine, New Hampshire and Quebec. Fraser Papers is listed on the Toronto Stock
Exchange under the symbol: FPS. For more information, visit the Fraser Papers web site al www.fraserpapers.com.

-30-
Contacts:

Peter Gordon Glen McMillan

President and Chief Executive Officer Senior Vice President and Chief Financial Officer
(416) 359-8614 (416) 359-8635
szordon@toronto.fraserpapcrs.com gmcmillan@toromo.frascg gagcrs.com
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NEws RELEASE  FraserPapers

Fraser Papers Announces First Quarter Financial Results
(All financial references are in U.S. dollars unless otherwise noted}

TORONTO, ON (April 30, 2008) — Fraser Papers Inc. (TSX:FPS) (“Fraser Papers” or the
“Company”) today reported financial results for the first quarter ended March 29, 2008. The Company
generated a net loss of $19.1 million or $0.44 per share. Input cost pressures and weak lumber markets
offset continuing operating improvements and higher pricing realized in the Company’s paper and pulp
operations.

HIGHLIGHTS

. Realized higher average prices from paper sales of 5% or $44 per ton over fourth quarter results
and hardwood pulp increases of $12 per tonne or 2%. Additional revenue generation during the
quarter was $7.4 million.

. Continued operational improvements added $9.5 million during the quarter, compared to the
same quarter last year, but were offset by $10.1 million in increased fibre, energy and chemical
prices and an $11.5 million impact from a higher Canadian dollar.

. Reduced debt with the closing of a $60 million rights offering to shareholders. The Company’s
net debt to net debt plus equity ratio was lowered to 11% at quarter end.

. Subsequent to the quarter end, increased availability under the Company’s credit facilities with
a $25 million expansion and a three-year extension to Fraser Papers’ existing $95 million
working capital line.

“Similar to other producers in the sector, we continued to be challenged by cost pressures in the
quarter,” said Peter Gordon, President and CEO of Fraser Papers. “We have shown improvement in a
number of areas through energy efficiency, higher throughput in our paper and pulp operations,
operating efficiency and reductions in fixed costs. Despite these accomplishments, rising input costs
continue to outpace our operating initiatives. We believe that our efforts to improve our top line, reduce
costs at our operations, pay down debt and increase our liquidity will ultimately be rewarded.”

FINANCIAL SUMMARY
Three Months Ended
USSMILLIONS, EXCEPT PER SHARE AMOUNTS Mar 29, 2008 Dec 31, 2007 Mar 31, 2007
EBITDA $ (11.9) $ (17.3) S 20)
Loss $ (19.1) $ (204 5 (99
Per share § (0.44) 3 (0.69) 3 (034)
RESULTS OF OPERATIONS

EBITDA in the first quarter of 2008 was a loss of $11.9 million, compared to an EBITDA loss of
$17.3 million in the fourth quarter of 2007 when the Company took maintenance downtime at two
operations for a total impact of $8.5 million. Excluding the impact of planned maintenance downtime in
the fourth quarter, EBITDA in the first quarter was $3.1 million lower. The impact of increased prices
for oil, purchased fibre and chemicals were only partly offset by increased selling prices for many of the
Company’s paper and pulp products. Relative to the fourth quarter, the Company achieved price and

Fraser Papacs Inc,
2008 First Quartar Rosults [l
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mix improvement of $7.4 million, but cost increases related to uncontrollable inputs. offset most of this
benefit. The impact of foreign exchange on the Gompany’s Canadian operations during the guarter was

" modestly . favorable compared to:-the fourth quarter- as exchange rates averaged C$1.00=US$1.00

compared to C$1.00=US$1.02.in the -fourth quarter. The Company realized a further improvement of

C§l1 00—US$0 98 for-the quarter as a result of its cash ﬂow hedgmg program St e
\'-;'_:" ..1:. .“ . v . -

Compared to results in the first quarter.of. 2007, the Company was negatxvely 1mpacted b) $10.1 mllhon

from higher costs for fibre, energy and chemicals. In addition, the rise in the Canadian dollar from

© C$1:00=U8%0.85: added - $11.5 million to costs duc to the negative currency. impact on the Company’s
- costs: These cost increases were.partly offset by hlgher selling prices, nrproved fibre and energy usage

and other cost reductions. . . '

- During the first quarter of'2008, realized prices for the Company’s paper products improved by $44 per
* ton-or 5% over ithe-fourth quarter of 2007 as the Company implemented price increases in most of its

specialty ‘printing-and packaging segments. Commodity groundwood markets were strong reflecting
supply tightness and allowing for better price realizations, albeit on lower volumes. Compared to the
first quarter of 2007, average net se]lmg pnces for the Company’s paper products 1mproved by 324 per
tonor2.5%. »: . e L L . Coa :

'L I S

.Total paper shipments were 3% higher than the first quarter of 2007, despite reduced production
. capacity.as a result of the permanent closure of two paper machines during 2007. The increase included

a 28%. increase .in. shipments of specialty packaging paper and a 32% .increase in- high-bright
groundwood grades. Shipments of specialty printing grades were 27% lower reflecting the substitution

. .of groundwood papers in: tradmonal freesheet,anpheanons L C

L“ '

Sh;pments of northem bleached hardwood kraft -pulp frem the Company s pulp mill in Thurso Quebec

_increased 13% over the fourth’ quarter of.2007, when the. mill took one week of downtime fer annual

maintenance. Shipments also improved 13%_over the first quarter of 2007 as the Company’s pulp
operations benefitted from improved production and strong demand. Pulp markets continued to be
strong in the quarter as reference prices increased 16% over the first quarter of 2007 reflecting tight
global supply.And mcreased demand in Europe and A51a -
Nt g e o gl FRLEY FYadi !

Lumber markets: remained. weak ‘during the- quaner reﬂcctmg the continued downturn in the U.S.

v housing market:" .Sales-volumes were down/37%: from fourth quarter levels and, 40% from the first

quarter of 2007.as:the Company took significant downtime at three of its four sawmill operations. The
Company’s mills in Plaster Rock and Juniper, New Brunswick were down for the entire quarter; while
the Company’s mill in Ashland, Maine was shut down for eight weeks. These three mills have

combined annual capacity of 330 MMfbm.

ol [

e BUSINESSINITIATIVES e

,. Prlce and Product Mix’ lmprovement R !

: -
In re’sponse to rising'input costs and other market influences, the Company 1mplemented price increases
across its paper product lines during the quarter resulting in an average increase of $44 per ton of paper,
including the mix impact. The net impact over the fourth quarter was $6.7 million. Higher prices retated

. to'the:Company’s sales of hardwood pulp of $12 per tonne provided an additional $0.7 million.

Lot vyt [ ! 1 . PN

. Market Focus and Competitive Advantage

Fraser Papers’ strategy focuses.on innovation and the development of value-added products for niche
paper segments.thati meet our customers’ needs., During the first quarter, the Company increased its
shipments of specialty high-bright groundwood grades as well as specialty packaging papers. Shipments
of packaging papers were focused on coated bag papers designed to replace plastic and foil. In addition,
the Company increased shipments of its lightweight, treated sandwich wrap papers designed for quick
service restaurants.

Fraser Papers Inc,
2008 First Quarter Results 2
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- Margin Improvement and Cost Reduction-..

Cost input pressures have continued to impact all manufacturers, including Fraser Papers. Since the first
quarter-of: 2007, .benchmark prices-for oil have increased-73%, the Canadian doilar has strengthened by
17% and fibre and chemical costs have incredsed-by.6%. The combiried negative effect of these factors
on Fraser Papers’ results in the. quartér was $21.6 million dollars, compared to-the first quarter of 2007,
Fraser Papers has lmplemented price increases for all of its pulp and paper products over the past year,

“but thbse pncc mcreases have not kept pace w1th cost’ escalanon :

' to.. . 1o -t e,

The- Company continues tor emphasnzc initiatives to reduce costs b v reducing ﬁxed (,osts improving

efficiencies and optimizing the use of raw materials. The Corapany beheves these lmtlatlves will
position Fraser Papers to benefit when costs case. : UEEE

At the end of the first quarter, the' Company completed the installation of a heat exchange system at its
market pulp mill in Thurso, Quebec: The heat exchanger is currently performing at expectations and is
expected to result in annual savmgs of approxlmately $1 4 million. thrc-ugh the reductlon, in oil
consumptlon : :
Gordya . :

In 2007, an oil fired boiler and turbine in Edmundston, New Brunswick was shut in conjunction with the
permanent closure of two paper machines at the Company’s East Papers operations. In the first quarter
of 2008, oil consumption at Edmundston was lower by 50,000 barrels. resulting in quarterly savings of
$3.9 million at today’s oil price. Full year savings are expected to exceed $5.0 million. In addition to the
oil savmgs ﬁxed costs of §1 7 rmlllon were ellmlnated asa result of the paper machme clOsures

The Company ] sawrmlls have been negatwely 1mpacted by a 61% drop in housmg starts since pealc
levels in 2006. These sawmills have traditionally provided a strategic supply of economical woodchips
to the Company’s East Papers operations. However, record low lumber prices have made running the
sawmills uneconomic: Alternative woodchip procurement: stratcglbs have allowed the Company to
temporanly close 1ts sawmllls during- thu‘ period-of low lumber pnces - T
P R - T e
Financing - ' ' o Bl R R BT
On January 22, 2008, the Company completed. lhe issue of 20,7 millicn commaen shares pursuant toa
rights offering to its existing shareholders. Total proceeds of C$59.9 million were used to repay

-amounts outstanding under the. Company’s revolving credit-facility. In support of the rights offering,

Brookfield Asset Management Inc. (TSX/NYSE: BAM, Euronext: BAMA}. (“Brookfield”™) purchased
188 miillion shares of the Company and, as a result mcreased lts holdmgs to approx1matelv 70.5% of
the total'common shares outstandmg . e

Subsaqucnt to the end of the quarter, the Company amendcd its ex1st1ng revolvmg credlt facility to

extend the term of the facility and to increase maximum borrowings under the facility. Maximum
borrowings under the facility have beeti increased to $1:15.0 million and the term of the facility has been
extended three years to April 2011, The increased borrowing capacity is supported by a $25 million
guarantee by Brookficld and provides the Company adequate l1qu1d1ty to execute its 2008 business plan.

... OUTLOOK

Consgclidation and ratlonahzatlonlmathe broader paper industry have confrbuted o a better balance
between supply and demand fundamentals in the market. As a result, Fraser Papers cxperlenced positive
momentum for pricing of its paper products in the first quarter. While nat yet able to offset significant
increases in input césts; the Company ‘anticipates additional price increases will be necessary to respond
to these increased pressures. The Company continues to closely momtor the potennal impact on overa]l
sales volumes should the North Amencan ec.onomy slow, as cxpected -
Markets for the Company 5 northem bleached hardwood pulp remain firm with. demand from Europe
and Asia at high levels. Recent increases in global hardwood capacity appear to have been fully
absorbed. A $20 per tonne price increase was announced for April 1, 2008 and appears to have been
implemented.

Fraser Papers Inc. !
2008 First Quarter Results 3
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Lumber prices are not expected to improve materially over the balance of the year, reﬂecting:‘the' severe
downturn in the U.S. housing industry. Significant inventories of unsold homes continue to overhang
the market. Operation of the Company’s four sawmills will be dependent on the availability of
economic wood fibre to feed 1ts Edmundston pulp mill and the requlrement to process remammg log
inventortes. . . » . . .. ¢ . .o FR - .

-Durlng the quarter Fraser Papers Qtrengthened its balance shect w1th $60 mllhon in proceeds from a
rights offering to its shareholders. The issuc was, backstopped by Brookfield, the Company’s largest
shareholder. Subsequent to quarter end, the Company secured a $25 million expansion and a three-year
extension to, its credit facility. With a longer term: and increased borrowing capacity provided by the
recent financing, the Company’s management has the opportunity to focus on the key drivers of the
business namely, energy, fibre, throughput and process efficiencies, to achieve further cost reduction at
all its operations.

. . R 1

L .. ... " ANNUAL MEETING OF SHAREHOLDERS s

[

Fraser Papers’ annual meeting of shareholders will be held at the Hockey Hall of Fame, Brookfield
‘Place, 30 Yonge Street, Toronto, Canada on Thursday, May 1, 2008 at 10:00 a.m. ‘The web cast of the
meeting can be accessed on the Fraser Papers web site at WAW. fmserpapers com.

* ok k& ok &k % B

Fraser Papers is an integrated specialty paper company which produces a broad range of specialty packaging and
printing papers. The Company has operations in New Brunswick, Maine, New Hampshire and Quebec. Fraser
Papers is listed on the Toronto Stock Exchange under the symbol: FPS. For more information, visit the Fraser
Papers web site at www .fraserpapers.com.

1 o

e 30 .
Contact:
" Petér Gordon ' o " " Glen McMiilan
President and CEQ Senior Vice-President and CFO !
(416) 359-8614.. ey v .5 (416)359-8635 . :
pgordon@loronlo frasemapcrs com gmcmillan@toronto.fraserpapers.com

Note: This press release contains forward-looking information and forward-looking statemenis within-the meaning of Canadian
provincial securities laws. These forward-fooking statements include, among others, slalements with respect o the potential
benefit of price increases, market share, the effoctiveness of energy initiatives in mducmg oil consumption, the Company's
liquidity position, expectations and estimations with respect future market conditions, operation of the Company's sawmills,
expectalions with raspect to the Company’s operatrons or various costs that could impact the business, and the expected impact
of spacific events on financial results in future quarters. The words “anticipate”, “will", “expect”, “result”, ‘provide”, ‘continue”,
“approximately’,. “can®, “depend’, and other expressions which may bs predictions.of or indicate future events and trends and
which do not refate to historical matters identify fanvard-lookmg srarements Reliance should not be placed on forward-fooking
statements because they invalve known'and unknown risks, uncertainties ‘and other factors, which may catise the actual results,
performance or achievements of the Company lo cliffer marer‘arly from anticipated future results, performance or achiaverneant
expressed or implied by such forward-looking statements. Factors that could cause actual results, performance, achievements or
market position of the Company to differ materially from those set forth in the forward-looking statements include general
gconomic conditions, intarast rates, the U.S. housing industry, demand for lumber, pulp or paper products, price increases or
reductions for any products the Company sells, increases in costs of production, the availability of wood fibre, fog inventories and
other risks delailed from time to time in the documents filed by the Company with the securities reguiators in Canada. The
! Company undertakes no obligation to pubhcly update or revise any fonvard—!ookmg statements, whether as a result of new
‘1.1 information, future events or.otherwise. - . o ) . |

Lo ek v el b Lot : e
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1, Glen McMillan, Senior Vice President and Chief Financial Officer of Fraser Papers Inc. cemfy ﬂ]gt‘n 1.4 z‘écg

1.
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Form 52-109F1 - Certification of Annual Filings ) 8 A G o
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€

I have reviewed the annual filings (as this term is defined in Multilateral Instrument 52-109
Ceriification of Disclosure in Issuers' Annual and Interim Filings) of Fraser Papers Inc. (the
issuer) for the period ending December 31, 2007,

Based on my knowledge, the annual filings do not contain any untrue statement of a material fact
or omit to state a material fact required to be stated or that is necessary to make a statement not
misleading in light of the circumstances under which it was made, with respect to the period
covered by the annual filings;

Based on my knowledge, the annua! financial statements together with the other financial
information included in the annual filings fairly present in all material respects the financial
condition, results of operations and cash flows of the issuer, ‘as of the date and for the periods
presented in thé annual filings;

The issuer’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures and internal control over financial reporting for the issuer, and
we have:

a. designed such disclosure controls and procedures, or caused them to be designed under
our supervision, to provide reasonable assurance that material information relating to the
issuer, including its consclidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which the annual filings are being prepared,;

b. designed such internal control over financial reporting, or caused it to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance
with the issuer’s GAAP;

c. evaluated the effectiveness of the issuer’s disclosure controls and procedures as of the
end of the period covered by the annual filings and have caused the issuer to disclose in
the annual MD&A our conclusions about the effectiveness of the disclosure controls and
procedures as of the end of the period covered by the annual filings based on such
evaluation; and

I have caused the issuer to disclose in the annual MD&A any change in the issuer’s internal
control over financial reporting that occurred during the issuer’s most recent interim period that
has materially affected, or is reasonably likely to materially affect, the issuer’s internal control
over financial reporting.

Date: March 31, 2008

signed “Glen McMillan”

Glen McMillan
Senior Vice President and Chief Financial Officer
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Form 52-109F1 - Certification of Annual Filings

I, Peter Gordon, President and Chief Executive Officer of Fraser Papers Inc., certify that:

1. I have reviewed the annual filings (as this term is defined in Multilateral Instrument 52-109
Certification of Disclosure in Issuers’ Annual and Interim Filings) of Fraser Papers Inc. (the
issuer) for the period ending December 31, 2007,

2. Based on my knowledge, the annual filings do not contain any untrue statement of a material fact
or omit to state a material fact required to be stated or that is necessary to make a statement not
misleading in light of the circumstances under which it was made, with respect to the period
covered by the annual filings;

3. Based on my knowledge, the annual financial statements together with the other financial
information included in the annual filings fairly present in all material respects the financial
condition, results of operations and cash flows of the issuer, as of the date and for the periods
presented in the annual filings;

4, The issuer’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures and internal control over financial reporting for the issuer, and
we have:

a. designed such disclosure controls and procedures, or caused them to be designed under
our supervision, to provide reasonable assurance that material information relating to the
issuer, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which the annual filings are being prepared,;

b. designed such internal control over financial reporting, or caused it to be designed under
our supervision, to provide reascnable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance
with the issuer’s GAAP;

c. evaluated the effectiveness of the issuer’s disclosure controls and procedures as of the
end of the period covered by the annual filings and have caused the issuer to disclose in
the annual MD&A our conclusions about the effectiveness of the disclosure controls and
procedures as of the end of the period covered by the annual filings based on such
evaluation; and

5. I have caused the issuer to disclose in the annual MD&A any change in the issuer’s internal
control over financial reporting that occurred during the issuer’s most recent interim period that
has materially affected, or is reasonably likely to materially affect, the issuer’s internal control
over financial reporting.

Date: March 31, 2008

signed “Peter Gordon”

J. Peter Gordon
President and Chief Executive Officer
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NEWS RELEASE FraserPapers

Fraser Papers Secures Expanded Credit Facility
(All monetary references are in U.S. dollars unless otherwise noted)

Toronto, ON (April 1, 2008) — Fraser Papers Inc. (“Fraser Papers” or the “Company™) (TSX:FPS)
announced today that it has reached an agreement to increase the Company’s revolving credit facility with
CIT Business Credit Canada Inc. by $25 million to $115 million. In addition, the term of the facility will
be extended for an additional three-year period, to expire in April of 2011.

In support of the increased credit facility, the Company’s principal shareholder, Brookfield Asset
Management Inc. (“Brookfield”) (NYSE/TSX:BAM) has agreed to guarantee up to $25 million of the
Company’s borrowings under the facility. The Company has agreed to pay a guarantee fee and to provide
Brookfield with a fixed first charge over certain of the Company’s property plant and equipment while the
guarantee is outstanding.

% ok ok Kk K k Kk ¥k

Fraser Papers is an integrated specialty paper company which produces a broad range of specialty packaging and printing papers.
The company has operations in New Brunswick, Maine, New Hampshire and Quebec. Fraser Papers is listed on the Toronto Stock
Exchange under the symbol: FPS. For more information, visit the Fraser Papers web site at www.frasempapers.com.

-30-
Contacts:
Peter Gordon Glen McMillan
President and Chief Executive Officer Senior Vice President and Chief Financial Officer
(416) 359-8614 {416) 359-8635
pgordon{@itoronto.fraserpapers.com gmcmillan{@toronto. fraserpapers.com
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-. GLOSSARY
Biomass: bark used as fuel to operate cogeneration facilitics or boilers

CAAF: Contrat &’ approwsmnnement et d’aménagement forestier (Tlmber supply iind * forest
management agreements) .. e . Coe T TR ST

L lf

Chemical pulp: pulp produced from wood chlps usmg chermcal processes to break the bonds
between the wood fibres

-

Cogeneratign: generation of power in an industrial power plant to produce both steam and electricity
for in-plant use, as well as electricity for sale to outside utility companies .

1

Crown licenses: licenses granted by provincial governments to- companies which allow those
companies to harvest trees on the licensed land v

Dimension lumber: wood that is milled into standard sizes for construction uses

fbm: foot-board measure (board foot) — one square foot of lumber-one inch thick - s

Fine paper uncoated freesheet paper

Freehold timberland: land that is wholly owned

Groundwood paper paper with mechamcal pulp as its ma_lor component Wthh dlffers from
newspnnt in bnghmess surface eharaetenstlcs and end -uses

e . )
Kraft or sutphate.pulp: chemical pulp. produced by an alkaline cooking process using sodium
sulphate L A )

Market pulp pulp sold on thie’ open market between non-affiliated compames

3 ll". v

Mechamcal pulp pulp produced from roundwood or, wood chlps by mechamcally breakmg the
bonds between wood ﬁbres o . - L TP

Mfbm (MMfbm): thousand (million) foot board measure
Paperboard: a tthk paper u‘eed'to produce n'éid -box.es' and a variety of packaging applications - ,

Release paper: paper de51gned to be easﬂy removed from stncky surfaces such as the baekmg paper
for labels . . :

Roundwood: Wood fibre in log form
Silviculture: the science of forest management ©* ~~ -7 < ST
Slurry form: pulp in wet form before any drying and/or baling

Sulphite pulp: chemical pulp produced by an acid cooking process using magnesium or calcium
bisulphite

Technical specialty papers: uncoated freesheet papers which require a high degree of technical
expertise to produce and are manufactured to customer specifications



Thermal base paper: paper coated with a heat-sensitive material that changes colour when heat is
applied in a thermal printer

Tonne: metric ton. 1,000 kilograms or approximately 2,205 pounds

Uricoated freesheet paper paper w1th bleached chemlcal ‘pulp as its ma_]or raw matenal also known
as fine paper

Weod pulp: ‘wood fibres produced ffom solld wood or wood chips for use in the productlon of paper,
paperboard and other products

.'J! s .o N e ey
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CORPORATE STRUCTURE S T

Fraser Papers Inc. is a 66rp"dratic§f1 existing'under the laws of Canada. Thé registered and
principal office of Fraser Papers Inc 1s Su1te 200, Brookﬁeld Place, 181 Bay Street, Toronto,
Onitario, M5J 2T3. .

In this Annual Information Form, “Fraser Papers”, “we”, “us” and “our” refers to Fraser
Papers Inc. and its consolidated subsidiaries and affiliates. “Company or “Corporation” means
Fraser Papers Inc. as a separate corporation, unless the context implies otherwise. “Norbord”
means Norbord Inc. and its consolidated subsidiaries.

Fraser Papers is an integrated specialty paper company which produces a broad range of
specialty packaging and printing papers. The Company has operations in New Brunswick,
Quebec, Maine and New Hampshire. The Company is listed on the Toronto Stock Exchange
under the symbol: FPS. Additional information is available on the Fraser Papers website at
www.fraserpapers.com.

At March 31, 2008 Brookfield Asset Management Inc. (together with its subsidiaries,
“Brookfield”), a diversified Canadian based corporation, owned directly, or indirectly,
approximately 70.5% of the outstanding Common Shares of the Company.

Subsidiaries
The principal operating subsidiaries of the Company are:

Jurisdiction of
Incorporation or  Percentage of Voting

Name Organization Securities Owned
FPS Canada Inc. Canada 100%
Fraser Papers Holdings Inc. Delaware 100%
Fraser Papers Limited Maine 100%
Fraser Timber Limited Maine 100%
Fraser NH. LLC Delaware 100%
Katahdin Services Company LLC Maine 100%

There are no voting or non-voting securities issued by any of these companies that are not
100% owned by Fraser Papers.

FPS Canada Inc. manages the Company’s pulp and sawmill assets in Canada. These
include: a pulp mill in Edmundston, New Brunswick; a market pulp mill in Thurso, Quebec; and
sawmills in Juniper and Plaster Rock, New Brunswick.

Fraser Papers Holdings Inc. holds Fraser Papers investments in Fraser Papers Limited
and Fraser Timber Limited.

Fraser Papers Limited owns and manages Fraser Papers’ paper operations in Madawaska,
Maine. Fraser Papers Limited is the sole member of Fraser N.-H. LLC. In addition, Fraser Papers
Limited is the sole member of Katahdin Services Company LLC which manages the operations of
Katahdin Paper Company LLC (“Katahdin”), an indirect subsidiary of Brookfield.




2w Fraser N.H: LLC owns: and operates a paper mill in Gorham, New Hampshire.Fraser
N.H. LLC shut down a hardwood kraft pulp mill in Berlin, New Hampshire in Apiil-2006 as
descnbed in “Changes in the Busmess since 2005”
ot By,ob [ Y P I g'; ey s . . —\.,' . .

Fraser Timber lelted owns® and manages Frase1 Papers two sawmill.- operatlons in
Masardls and Ashland Maine,
| : Fraser Papers reportmg currency is the Umted States dollar All references to “‘5” or.
“dollars” in this Annual Information Form are to U.S. dollars unless otherwise specified. ..

GENERAL DEVELOPMENT OF THE BUSINESS

Fraser Papers was cstablished as a stand-alone company on'June 30, 2004. Prior to that

date, the operatlons of Fraser Papers constltuted the Timber. a.nd Paper segments of \‘orbord

Fr'lser Papers’ Strateoy SEENTES PR . Y

Our long'term obJecnve is to prov1de our shareholder with a 12% return on equity’ over
the long term. Fraser' Papers operates in one business segment (the Paper segment) and
manufactures paper, pulp and lumber. Prior to January 31, 2006, Fraser Papers operated a Timber
segment which included the timberland operations of Fraser Papers’ freehold timber operations as
well as the management of Crown licenses in'New Brunswick. The Maine timberlands operauons
were sold in May, 2005 while the freehold timberlands'in'New Brunswick were sold in January,
2000 Commencmg n 2006 the management of Crown lleenses is lncluded in the Paper segment

Our long term busmess strategy mvolves a o : S

it . R

R B Focusmg on. . value-added products witn -an emphasis- .toward. ‘specialty
"+ - applications for packaging, printing and groundwood paper grades;
. Continuing to provide superior customer service and fechnical support while
. dehvenng hlgh quallty speclalty papers; ..
e Contmumg innovation: and: development of new products to support ongomg
IR growtb of our business; - - - . S st
o"" Achlevmg 0peratmg ‘excellence that surpasses mdustry benchmarks for

efﬁc1ency, energy consumptlon and fibre costs at. all our facilities; and

e Malntalmng a culture focused onexecution and performance.

% Fraser Papers believés:that a focus on impreving product margins is-key to increasing
shareholder value: The Company focuses on improving product mix and customer mix, volume
and cost reductions. During 2007, Fraser Papers generated margin improvements of $22.9 million
relative to 2006. In 2006, Fraser Papers generated margin improvements of $30.9 million relative
to 2005.

* Fraser Papers has completed a riumber of asset repositioning initiatives to ensure optimal
allocation of capital: During 20035, Fraser Papers completed the sale of its pulp and paper mill in
Wisconsin, sold approximately 240,000 acres of freechold timberlands in Maine and sold its
paperboard business in New Brunswick. During 2006, Fraser Papers sold its 765,000 acres of
freehold timberlands in New Brunswick and permanently shut down 2 pulp mill in Berlin, New




Hampshire. During 2007, Fraser Papers 'permanently shut two paper machines at its: Madawaska
Main¢ paper mill and sold-its interest in:Acadian Timber lncome Fund. v i e 1l
“’ E PRI SEFTIL AL RN L Lot
Fraser Papers will also pursue growth opportunmes that are consistent wrth the
Company’s objectives: Acquisitions will ‘be' done:selectively and-on a value basis.
Maintaining a strong balance sheet is important in a cyclical business. During 2006, the
Company increased its borrowing capacity. under its existing credit lines. In January 2008, Fraser
Papers completed the issuance-of C$59.9 million of common shares by way of a rights offering
(the “Offering™) to its shareholders with the proceeds used to repay indebtedness.

Lo

Changes in the Business since 200%

In January.2008 the Company completed a C$59.9 million issuance of common shares by
way of the Offering; :Proceeds:'of the Offering were -used to repay outstanding indebtedness.
Under the Offering, all shareholders were given the right to purchase common shares in
proportion to their existing ownership interest in the Company at a price of C$2.90 per share.
Brookfield agreed to take all rights not exercrsed by other sharcholders. As a result of certain
shareholders not exercising their nghts Brookﬁeld mcreased its. ownershlp 1pterest in the
Company to 7Q. 5%. o . h o b

In January 2006 the Company sold its freehold tlmberlands m New Bnmswwk o a
newly formed income fund Total proceeds ‘consisted of $94.0 mlulon in cash plus 3,613,780
securities yvhlch were convertlble into umts of Acadian Tlmber lncome Fund (“Acadlan” or the
“Fund”). The units in Acadian represented approxrmately 22% of the equlty ‘of the Fund, on a
fully-diluted basis. At the time of sale, Fraser Papers_entered mto a 20-year fibre supply
agreement under which it has the right to purchase substantlally the $ameé volumes of fibre that it
historically received from the timberlands: On September 26, 2007, the Company announced the
sale of its remaining interest'in° Acadian. Timber Income Fund for. net:proceeds of $38.4 million.
The proceeds weire.,used‘_ to repay indebtedness,

L1 ale . -‘." -
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In March 2005, Fraser Papers coi'npleted a $150.0 rﬁil‘lfon"ﬁijféri'ng ‘of senior, unsecured
notes. These notes' were scheduled to mature in March 2015 and’ bore interest at 8.75% per
annum. The proceeds of the notes were used, in part, to repay other: outstanding indebtedness.
During 2006, the Company purchased $30.0 nnlhon in pnncnpal amount of. these notes for total
proceeds’ of $25.9 million resulting in a gam of $3.1 mllhon net ofa wnte down of deferred
financing costs of $1.0 million. Ta addition, during 2006, the Company purchased for cancellation
$66.0 million in principal amount of senior unsecured notes pursuant to a requirement under the
indenture. The repurchase resulted in a cash payment of $51.5 million and the cancellation of
$14.5 million of notes held by the Company. In the third quarter 0f 2007, the Company purchased
the remaining $68.5 million of its outstanding Senior Notes for cancellation and cancelled $15.5
million of Notes held by the Company. The repayment was financed, in part by a $50 (- million
bridge loan from the Company’s working capital lender. - 1+ = - P T

During 2007, Fraser Papers announced the permanent closure of two paper machines at
its East Papers operations representing approximately;70,000 tons of annual production.. The
closure of these machines resulted in a charge of $15 5 ml][lOl‘l related to assetiimpairment, early
retirement and severance.i.qu v . . : . S e




During 2006, the Company increased its available credit to a maximum of $90.0 million
under a credit facility which expires in November 2008. Borrowings under the facility are secured
by a fixed first charge agamst accounts recervab]e and mventory and bear interest at market rates,

* During 2006 the Company received reﬁmds (mcludmg ‘interest) of $14.4 million related
to'duties previously paid under a trade dlspute with the Umted States regardmg the export of
softwood lumber from Canada -

" In April 2006, Fraser Papers permanently closed its pulp mill- located in Berlin, New'
Hampshire. The strategic decision was taken to' reduce the Company’s exposure to market pulp.
The adjacent paper mill in Gorham, New Hampshire now operates using purchased fibre,
including hardwood kraft pulp from the Company’s miil in Thurso, Quebec. The ¢losure of the
pulp mill resuited in a write-off of assets of $45.2 million and severance and other costs of $5.1
million. During the fourth quarter of 2006, Fraser Papers sold the facility for $3.8 million and the
plant has since been dismantled.

In February 2005, Fraser Papers sold a production facility in Park Falls, Wisconsin, and
related net assets (the “Midwest Operations”) to an affiliate of Smart Papers LLC (together with
its affiliates “Smart Papers”). Certain liabilities of the Midwest Operations were retained by
Fraser Papers consisting pnmanly of pension and post employment obllgatlons related to past
service. In addition, Fraser Papers’ agreed to prov1de financial guarantees for certain operating
contracts and landfill operations. As consideration for these net assets, Fraser Papers received a
passive minority interest in Smart Papers which, at the time of the'transaction owned a paper mill
and distribution operation in Ohio. During 2006, Smart Papers filed for creditor protection under
Chapter 11 of the United States Bankruptcy ‘Code. As a result of the ﬁlmg, Fraser Papers recorded
a charge of $111.4 million related to its investment in Smart Papers, an amount receivable under a
long-term boiler lease and reserves related to 2 number of contracts which wére guaranteed by
Fraser Papers when 1t sold its Midwest Operatlons to Smart Papers o o

Tn 'Octobér 2005, the Company sold its paperboard business, located in Edmundston,
New Brunswick (the “Paperboard-Operations™)’ for' proceeds of $5.0 miilion. The sale of the
Paperboard Operations and related restmcturmg resulted in a pre-tax charge to income of $8.6
million, mcludmg an 1mpalrment ‘charge on property, plant ind equipment, séverance, early
retirement, " training and non-cash pensron charges. The non cash portion of the charge was
approx1mately $3 4 munon

In May 2005, Fraser Papers-sold approximately 240,000 acres of timberlands in Maine
for net proceeds of $78 S million and a pre-tax gain of 346.8 million. At the time of sale, Fraser
Papers-entered into a 20-year fibre supply agreement under which it has the right to purchase
substantially the same volumes of fibre that it historically received from the timberlands.

Dunng the second quarter of 2005, the Company recorded’ a pre-tax non-cash
impairmént charge of $40.0° million against the asséts of the pulp mill in Thurso, Quebec. A
number of economic devélopments indicated that the carrying amount ‘of these assets may not be
fully recoverable. As a result of the unpalrment review, the Company recorded a charge based on
the amounts by whlch the carrymg value of the assets exceeded their fair value.

y
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DESCR]PTION OF THE BUSINESS

Y] . LY . - - “
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Fraser Papers is a speclalty paper company wrth mtegrated pulp and Iumber operatrons
During the past three,years, Fraser Papers sold its freehold timber operations but retained the right
to purchase substantlally the same amount of fibre from, those operations under 20-year fibre
supply agreements. As at March 31, 2008, Fraser Papers operates two paper mills (one mtegrated
one non-integrated), one market pulp mill and four sawmills in New Brunswrck Quebec, Maine
and New Hampshire. Fraser Papers has been in operation since the late 1800’s and employed
approxrmately 2,600 people in the Umted States and Canada at December 31, 2007 N

At December 31, 2005 Fraser Papers busmess was comprlsed of wo segments Paper
and Timber. During 2006, the Company sold its remaining timberland assets and now operates in
one business segment. ; o . G |
Paper Segment

" Principal Products " ' e

The principal products in the Paper- segrnent are pap'er pulp and lumber.

Fraser Papers’  paper products are broadly grouped into, six categories: specralty
packaging, specialty prmtmg, commodity . freesheet papers, specialty hrgh-brvght groundwood,
commodity groundwood and towel, . | CE e, v :

‘ Specralty packagmg papers are made to. customer specrﬁcauons primarily, for ﬂexrble
packaging for human and pet foods, and require a high degree of technical expertise. There 1s
typically a lengthy process of developmg and qualifying a grade for a partrcular customer Once
products are developed, however customers tend to. value supply contmulty and techmcal
support, which makes them reluctant to switch to competltlve suppliers. Specralty packagmg
papers are generally sold to, converters who will manufacture a value added flexible package or
bag through various processes based on end customer specrﬁcatrons ' e

Specralty prmtmg papers rnclude 2 broad array of gradesi such as thermal base papers,
release. papers,, -commercial pnntmg and lrghtwerght opaque papers These grades are
characterized by narrow technical specrﬁcatrons and require unique manufacturmg capabllmes
These papers can generally be produced in various colours, with different basis weights and
finishes. Specialty printing grades are sold directly to customers or through paper merchants who
have a well establrshed distribution network Brand marketing, customer, service. and delivery
logistics are key sources of competrtwe advantage for these grades as order sizes can be small and
customers are widely dlspersed Technical capabilities are also a competltrve advantage in the
lightweight opaque grades. Thermal base papers are used in gaming and point-of-sale receipt
applications. Release papers are used. primarily in labeling applications. Commercial- printing
papers are used, for manuals, direct mail inserts and brochures. . Lrghtwerght opaque papers are

used for brbles financral pnntmg, pharmaceutical inserts and reference apphcatrons y -

Commodlty freesheet papers include book papers offset papers tablet envelope and
other commodity freesheet grades. These commodity papers are subject to srgmﬁcant competition
from much larger paper producers due to lower technical requirements. In addition, prices for
these grades tend to be more volatile than for specialty grades. Book papers are used in novels
and tradebooks. Offset papers, tablet and envelope papers are used in office applications.




Specialty high-bright groundwood papers include primarily financial printing
applications whereby our technical manufacturing capabilities enable us to provide a groundwood
based sheet that has similar characteristics to uncoated freesheet. Specialty high-bright
groundwood papers are Sold through merchants or dnrectly to prmters and publishers.

Commodity groundwood papers are generally used in mass circulation pubhcatlono such
as directories, magazines, catalogues, and advertising inserts. Commodity groundwood papers are
generally sold through paper merchants to converters.

Towel is primanly bleached and unbleached paper towel for away- from—homc
applications and is sold to converters through an agent:

Total paper sales represented $552.8 miilion in 2007 compared to $595.9 million’in 2006:
The United States is the largest market for Fraser Papers’ products, accounting for about 96.5%
of paper sales in 2007. Fraser Papers has sales representatives in all major markets i in the United
States but is focused on markets in the northeast and north-central regions.

Paper markets in North America are highly competitive. The markets which Fraser
Papers service are generally supplied by a number of competitors who compete with Fraser
Papers on the basis of, amongst other things, selling price, customer service and product quality.
Fraser Papers also competes with paper producers outside of North America.

Fraser Papers’ market pulp production consists of northem bleached hardwood kraft
(“NBHK”) pulp produced at its pulp mill in Thurso, Quebec Market pulp is purchased by paper
producers who lack sufficient internal supply or require pulp of different qualities to supplement
their own production. Market pulps are generally classified according to their fibre type, the
process used to produce them and the degree to which they are bleached. Following the closure of
the Berlin mill in 2006, the hardwood pulp produced at Thurso is sold in North America, Europe
and Asia directly to customers or through agents. In 2007, total pulp sales amounted to $130.0
miilion (2006 - $129.5 million), of which $72.9 million (2006 - $80.1 million) was sold as market

pulp to third parties. During 2007, the Thurso pulp mill shipped approximately 43% of its

production to Fraser Papers’ paper mills. In future years, it is expected the internal use of Thurso
pulp will decrease based on.paper machine operatlon

Markct pulp is sold world-wide by supplicrs in North America, Scandinavia, South
America, Asia and other regions. Competition between suppliers is based on the technical
qualities of the pulp, price and service. Market demand is a function of paper production in the
principal markets of Western Europe, United States, and Asia.

Fraser Papers produces softwood dimension lumber used in new building construction
and repair and renovation. The market for lumber is characterized by intense competition between
producers in atl major supply regions. Competition is based on price, product quality and service.
Fraser Papers competes against a large number of North American producers and, to a lesser
extent, foreign producers. Demand is cyclical based on, among other things, home building
activity and repair and renovation spending and prices can fluctuate widely. Lumber is sold
directly to home builders, lumber yards and wholesalers. In 2007, lumber sales amounted to $89.0
million, down from $115.6 million in 2006.

Wood chips are an important by-product of the lumber production process and are a
significant source of wood fibre for pulp mills. Fraser Papers’ pulp mill in Edmundston consumes
substantially all of the chips generated at the sawmills.
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The 10cat10ns of Fraser- Papers ,mllls -producing - paper, pulp and lumber lhelr
approximate annual capacity at December 31, 2007, together with their annual productton in each

of the last two years, are as follows: - ; RERTIN
: . t - L PR A o Ct oo
Annual Capacity ' Production
December 31, 2007 2007 2006

Speclalty and Other Freesheet Papers (000 rons)

Gorham, New Hampshire o s 1307147
Madawaska, Ma_me 260 242 295
| v ST 32, ... 442
Grou;ldwoﬁd Papei's (0005‘&::..9) a . . oL
Madawaska, Maine ’ 200 184" 1176
Towel (000 tons) ‘ , e R
Gérham, New Hampshire -~ - 40 39 U 39
Total Paper . o ’ ) . T .-' . - 630 —595“ 7 l N 657 '
Market Pulp 000 lor':'h_es) M . ’ ‘ -
Thurso, Québec = ; ' 250 F237 0 0 234
- et R . ’ L ' "l'
Lumber (MMfbm) . . St G 0 T w o
Ashland, Maine .o ) . 7 . ., 35 ., - 65
Juniper, New-Brunswick . A SRR I 1) S A & . 87,
Masardis; Ma‘ne - - : - L Cs 130 £oree K18 L - 0 124,
Plaster Rock, New Brunswick ot L 1300 74 1., 104
Total Lumbér’ - o Sy 460" _31,3 ; 7380
) Berlm, Ncw Hampshire pulp mill was closed in Apnl 2006. Its capacnty and producnon are not mcludcd.
. - 2 ! 4 n
I . - [V
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Below is an overview of the flow of goods in the production processes of Fraser Papers:

i AT S S L T S . R 0 ) . Lo
<+ T 7 ..+t o7 |4 Trees are harvasted from Crown license: oo
-~ .| - lands and.purchased under long-term fibre ;- o
" supply coniracts or on spot markets | ey
1 o : 1y ° - . .

I
' \
|+ .Sawmills receive | o Logs.can be chipped._. . |- Logs are shipped
logs and convert, |-, inte chips for sale. | T E directly,to
them to lumber ar.d _— to,aruseby, . | . . +| groundwood pulp
wood chips X . pulpmills I . o mills
o ' : " P v
Lumber is sold to Pulp mills receive Pulp mills process
___third parties _wood chips and o whole logs into
. " | produce chemical ' . | groundwood pulp
) pulp "
R ' \\l -/ .
Pulp is sold to third Pulp is received from pulp
A L - 4 parties (market - S milis and purchased from
P . pulp) . - o :third parties to produce - .
paper.
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ity Edmundston and Madawaska (“East Papers”) . B A N T

Our largest paper manufacturing, facility, is an integrated_complex which straddles the
border between Edmundston, New Brunswick and Madawaska, Maine. The Edmundston mill
produces bleached softwood sulphite pulp and groundwood.'pulp which are transferred to the
Madawaska paper mill in slurry form. The Edmundstor mill is fully integrated with the
Madawaska paper mill. As a result of excess groundwood capacity, small amounts of
groundwood pulp are sold to Katahdin. The Madaw: aska mill has a flexible production platform,
capable of producing a wide variety of specialty packaging and printing, commodity freesheet
papers, hlgh brlght and commodity groundwood papers on six paper machines.

‘East Pajiérs is focused on spemalty1 packagmg and printing grades that take advantage of
the specific ﬁbre qualities of sulphite pulp, the techhical attributes of our paper machinés and our
papermaking ‘expertise. In the groundwood sector, we focus on high-bright specialty groundwood
papers. We also produce commodity freeshéet and groundwood grades. . :

During 2007, Fraser Papers permanently closed two. freesheet paper machines at the
Madawaska, Maine paper mill and an 0|l-ﬁred bo1ler and turbine in the Edmundston New
Brunswick pulp mill. ] - .-“

In 2007, approximately 52% (55% in 2006) of the chips required by the Edmundston mill
to produce bleached sulphite pulp were supphed from our sawmills, 45% were supplied from
independent sawmillers and 6% were produced at the woodroom at the Edmundston mill. The
logs used in the production of groundwood pulp are received under long-term fibre supply
agreements, our Crown licensed lands in New Brunswick, and purchased from private
landowners ‘

The Madawaska mill receives approx1mately 74% of its pulp from Edmundston, 12%
from Thurso and the remainder is purchased from third parties as softwood or recycled fibre.

The Edmundsfon mill operates a 45 megawatt cogeneration facility which uses biomass
as its fuel source and has a total internal generation capacity of 60 megawatts. The internal
facilities produce 51% of the energy required by the East Papers complex with the remainder
purchased from the New Brunsw1ck provincial grid.

Gorham ’

The Gorham paper mill_has four paper machines that produce specialty packaging,
specialty printing and commodity freesheet papers and one machine that produces industrial
towel products. We are focused on developing specialty packaging and printing grades to
improve the product mix at Gorham. Certain design attributes of the paper mill, such as separate
water systems, dye systems, and overall machine configuration provides the flexibility to meet
the challenging technical requirements of specialty papers. Since the closure of the integrated
pulp mill in Berlin, New Hampshire, the Gorham mill purchases all of its hardwood kraft pulp
requirements from Thurso. During 2007, Fraser Papers temporarily shut down one paper
machine. In the first quarter of 2008, Fraser Papers announced the temporary shutdown of two
additional paper machines at the Gorham paper mill.

Thurso

The bleached hardwood kraft pulp mill at Thurso, Quebec produces pulp for sale to the
Company's two papermills and on the open market. The mill is well located to serve its major




markets in the United States and Canada. The mill also services customers in Europe -and.Asia:
Approximately 27% of the mill produr'tlon in 2007 was specralty pulp for use in the manufacture
of high qualrty paper products such as high quallty prmtmg and wntmg ‘and decoranve laminated
papers. Approxlmately 43% of Thurso s productlon was shlpped to either Madawaska or Gorham
in 2007. .

[

Wood is supplied to the Thurso mill in both log form and chip form with approximately
70% of requirements from logs and 30% from chips. Of the total supply, approximately. 27% is
provided under Crown llcenses wrth the’ remalnder purchased’ from sawmrlls (chips) or pnvate
woodlots (logs)

- L]
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The Plaster Rock and Jumper sawmllls in New Brunsw1ck produce dimension lumber and
woodchips for use at the pulp mill in Edmundston. In 2007, 100% of the chips produced at the
New.Brunswick sawmills were sold to the Edmundston pulp mill and represented about 26% of
all chips used by the Edmundston pulp mill. More than.55% of the timter for the sawmills was
harvested under Crown license or purchased under long-term - fibre supply contracts with the
remainder purchased from private landowners. In order to reduce financial losses and ensure a
supply of chips and biomass to the Edmundston pulp mill, Fraser closed the Juniper Sawmill in
October. 2007 and entered into.a chip supply agreement with a local sawmill operator, which
involves selling 16% of the annual Crown timber allocated to the mill in return for increased
volumes of chips and biomass. The Juniper sawmill relies on the open market for wood supply
and this exposes the mlll o Supply and to hlgher raw material prices.,

The sawrmlls in Mame produce dlmensron lumber :The majority of the chlpS are sold to
the Edmundston pulp mill, representing. 26%--of all chips consumed by Edmundston. The
remainder are sold to third parties: The mills obtain a portion of their log requircments under a
long-term fibre supply agreement with the owners of our previously owned timberlands in Maine,
with the remainder purchased on the open market. The:Maine sawmills rely on open market wood
purchases and this exposes the mill to supply and to higher raw material prices.

Katahdin Paper. Co'mpany LLC

\

In October 2003, we entered into an’ arrangement with' Katahdin ‘Holdings LLC, the
owner of Katahdm and an affiliate of Brookfield, to manage the assets of Katahdin. Under the
arrangement we receive a management fee equal toa percentage of sales.

Interest in Acadran Timber Income Fund

In January 2006 the Company sold its freehold tlmberlands in New Brunswwk to
Acadian for total proceeds of $93.5 million in cash plus 3,613,780 sccurities which are
convertible into units of the Fund. The units in Acadian represent approximately 22% of the
equity of the Fund, on a fully-diluted basis. At the time of sale, we entered into a 20-year fibre
supply agreement under which we have the right to purchase substantially the same volumes of
fibre that we historically received from the timberlands.

During the third quarter of 2007, Fraser Papers sold its interest in Acadian for net
proceeds of $38.4 million. As the units in Acadlan had a book value of nil, a gain of $38.4 million
was recorded on the transaction. . .

10
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In con_]unctlon with the sale of our tlmberlands in Mame and New Brunswnck we entered
mto 20-year ﬁbre supply agreements whereby wc retamed the ng'ht to purchase fibre supply
substantially equal to the fibre we used ffom these 1aids when we owned them. These agreements
provide approximately 36% of the roundwood fibre used in our operations in New Brunswick and
Maine.

+ - .- i 4. [T
[ . - h . ~'....'

We have Crown llcenses in New Brunsw1ck on forest lands equlvalent in,area to
approxlmately 1.3 million acres. The allowable annual cut on these Crown lands is 1.3 mllllon
cubic meters. The Company is entitled to approx1mately 24% (or 306,000 cubic metres) of the
allowable annual cut on these Crown lands. The remaining 76% is allocated to, sub licensees.
Crown licenses prowde approxlmately 16% of the roundwood fibre used in our sawmill
operatlons : St e TR ot T gy ey ! "

: T T T T 4 S L T U
i At the time of the sale of our New Brunswick timberlands, we entered into an agreement
with Acadian who will provide ivarious services relating to the crown lands in consideration for a
fee from us. This agreement has a term equal to the term of the' Crown licenses, mcludmg renewal
terms. . i Lt ol I o :
' o : s R O Gy ARl Rt -

All forest operators .on Crown lands are accountable for the:r actw:tles ofii these lands
under the Crown licenses. These provincial licenses generally include provisions for royalty fees
(or stumpage charges), levy fees for reforestation rand silviculture -and:sublicensing certain
amounts of the annual allowable cut to third parties, The provinces have various legislative
programs governing utilization of their forest resources. These programs change from time to
time, resulting in changesinland tenire and cutting rights. The major tenure agreements with the
provinces are for terms of 20 to'25 years, with renéwal.provisions. Provincial regulations specify
the hiarvesting and reforestation obligations‘and set the stumpage price. Restrictions on harvesting
have increased over the past several years as a result in an increase 1in :the number of acres
protected for:-wildlife habitat ‘and: conservatlonpurposes R T B ot NPT S TR R U

N - -, . . A -
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We participated in both the American Forest and Paper Association’s Sustamable
Forestry Initiative (SFI) and the Forest Stewardship Council:(FSC)- certification -programs in
2007. To obtain_ certification, one must demonstrate a commitment 10 -forest sustainability
mclud'ng sound management planmng and the. protcctlon of w11dhfe habltats and water quality.
Our entire Crown timberlands are SFI certlﬁed We were the first company in Canada to achieve
SFI certification in our woodlands in 2000, and the first to apply the SFI label to our products
Our sawmills in New Brunswick and Maine became the world’s first lumber manufacturers to be
certified under the SFI program in 2002. We have continued our ‘certification process and the
Edmundston pulp mill and Madawaska paper mill -are now both SFI certified. In addition, the
Gorham paper mill and the Thurso pulp mlll both receWed the- FSC’s cham of -custody
certlﬁcatlon in2007. . - =l S

-f L o ." P oL LRI
Sales an'(:l!Marl-(eting '
Paper Segment

Paper.

We are a leadmg suppller of value-added spemalty packagmg a.nd pnntmg papers, other
commodity freesheet papers, specialty high-bright groundwood papers, commodity groundwood
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papers and towel. The following table shows the approximate distribution of 2007 sales by end-
use of paper marketed by us from our East Papers and Gorham paper mills. :

T AL S S A S . .
Paper Distribution of Sales by End Product (2007 Shipments} . - . - . ,

- Specraltypackagmgpapers ST RS RRRS b S
Specraltypnntmgpapers.................:..., ........................................................................... A3%
Commodltyfreesheetpapers e 11%7 7
Speclaltyhlgh bnghtgroundwoodpapers SRS ORRIRURORES I~ SEEI
Commodlty grdundwood papers .. OO ST SOI SV S ROV || 172

. Towel .. et anaa e re e st neenre s ene e ras e nnesnsnsrennere e seernannse OF0
Wc currently produce a broad range of value added specralty packagmg and prmtmg
products. We have actively grown cur specialty packaging and printing business by over 70%
from 180,000 tons in 2004 to 306,000 tons in 2007. We have accomplished this as a result of our
capabilities in research and product development; excellent customer. service and technical
support; and our versatile manufacturing platform. In our specialty printing paper grades we
differentiate, our products in the marketplace by focusing on lightweight grades that are
technically - challenging to manufacture. - We target smaller niche markets that have less
competition and that complement our machine capacities and capabilities. In our specialty, high-
bright groundwood business, we produce groundwood grades that complement our fine paper
product offerings. We sell substantially all of our paper products in the United States and Canada.
In 2007, our top five customers for specialty packaging and printing papers as a group accounted
for 43% of our paper sales with our largsst customer accountmg for 10% of paper sales

Our paper sales ofﬁce is located in Portland, Mame and we have 26 sales and marketing
staff dedicated to our paper business. Our customer service department, located in Madawaska,
Maine, has 16 qualified.and trained service technicians, logistics and customer service personnel
who complement our direct sales force. ;- |, R o

Our product development group works with' our specialty packaging customers to
develop coatings, barrier treatments, finishes, weights, and other characteristics to meet the
performance requirements of specific end-use markets. This business relies on'it§ direct sales
team and marketing. organizations to sell its products into market segments which include: pet
food packaging, barrier treated. packaging and other consumer packaging applications. We
believe we are recognized as a leading specialty packaging paper manufacturer and hold the
leading position in the pet food packaging segment. ,

The specialty packaging business relies on a team of direct sales representatives and
customer service representatlves to market and sell approximately 96% of its sales volume
dlrectly 'to customers and converters. In 2007, only 4% of sales of the specla!ty packaging
shipments shrpped were made through industrial dlsmbutors
v. - The specialty- packagmg business has over 67 customers of which 85% are located in
North Amenca R : . :

Several of the smaller customers of the specialty packaging business have been acquired
by larger multinational corporations with multiple manufacturing locations. These larger
organizations have implemented global purchasing strategies which has given them increased
leverage in price negotiations.
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Specialty printing papers - © .. o TR I

Our specialty printing paper business focuses on the production of lightweight opaque
papers and technical papers. Technical paper includes technical printing base papers, thermal base
papers, carbonless base papers, stamp and chart papers, flame retardant papers, pressure sensitive
labels, wet strength labels, thermal transfer papers and release papers. Lightweight opaque papers
are used primarily in financial printing, religious printing, reference publtshtng, pharmaceutical
inserts, educational publishing and book publishing. Our branded products in specna]ty printing
papers are well recogmzed and include FRASER SNOWLAND™, SNOWLAND' OPAQUET"‘
SNOWBRITE™, CUSTOM PLUS™ PHARMOPAQUE™ and SNOWCOTE. We believe that we
hold the leadmg posntlons in ﬁnancna] pnntmg and pharmaceutlcal appllcatlons in North Amenca

Thermal base papers are used 0 produce lottery tickets; point of sale regtster tapes,
carbonless papers and for label facmg appllcatlons We believe we hold a leadn'g position in the
thermal base papers segmont : . : “

Markets for specialty pnntmg papers are affected by general economic condmons such as
employment level, corporate merger activity, retail activity and expenditures on print advertising.
Price: competition is less 'common in most of the segments served :by the specialty papers
business;, however, this is under pressure from recent trends of usmg film and other lower cost
substrates mstead of paper in some apphcattons

Customers of the techmcal papers typlcally convert and transform base papers into
finished rolls and sheets by adding adheswes coatmgs and finishes. Such transformed product is
then sold to end- users

The Spemalty pnntmg busmess sells its products through our sales. and markettng
organization primarily in three channels: authorized paper merchants, paper brokers and- diréct
sales. Merchant and broker sales account for approximately 47% of our customer base in the
specialty printing business, Fraser Papers focuses on strategic customer relationships with larger
consumers including end users and printers.‘ -

Commodtty freesheet gaper . o “"r.:‘ _

Commodity freesheet papers include book papers, offset papers,- tablet envelope and
other commodity grades with our brands such as FRASER TRADEBOOK, GORHAM
OPAQUE, and WILDCAT: These grades represent commodity products where many competitors
operate much larger manufacturing facilities than Fraser Papers. In recent years, prices for these
products have been strong which allowed us to participate profitably in these markets. Fraser
Papers’ strategy however, is to reduce our exposure to these commodity grades.

. Demand, for commodlty freesheet papers is highly cycllcal and dependent on g?neral
economic conditions. Demand for these grades has declined over ‘the past severa] years duc to a
higher use of electronic media and communication.

" Commodity freesheet products are sold directly to end-use customers or:through paper
merchants and brokers. In 2007, approximately 75% of these papers were sold through merchants
or brokers.

The five largest customers of commodtty freesheet papers represented approxtmately
63% of total sales in 2007."
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Specialty high-bright groundwood papers

Our specialty high-bright groundwood papers business focuses on lightweight publishing
markets, particularly directory papers and. financial printing papers. Technical manufacturing
capabilities are important in the-prcduction of these high-brightness papers. Specialty high-bright
groundwood. papers are sold through. merchants or directly to printers and publishers. In 2007,

approximately 95% of Fraser Papers’ specialty high-bright groundwood sales were through paper,

merchants with the remainder shipped directly to printers or publishers.
¢ o B - T al : 4 .7 b !
Demand for specialty- high-bright groundwood papers is dependent on the trends in
corporate finance activity for financial printing grades.
During 2007, our five largest specialty high-bright groundwood customers represented
approxjmately 65% of our sales wrth our largest customer representmg approxrmately 30%

Commodrtv groundwood papers ST v,

Commodlty groundwood papers are produced for mass crrculatlon pubhcatlons such as
magazines, catalogues, and advertising inserts. Fraser Papers’ strategy is to reduce our exposure
to commodity groundwood markets and focus on growing the specialty high-bright groundwood
business. Commodity groundwood papers are generally sold to printers or publishers or through
paper merchants. In 2007, approximately 76% of paper was sold through paper merchants.

. Demand for commodity groundwood papers is highly dependent upon print advertising
which tends to follow general economic-cycles.

1
. o . .
[T e . e . » .

Towel . .. - . ... .. “

" Our towel is used for commercial applications and currently sold through an excluswe
drstnbution relatlonshrp wrth one merchant into local markets i in the U S northeast B {

o MarketPulg' St CoeTn e o S

Northern bleached hardwood kraft pulp is used by paper mrlls to manufacture printing &
wrrtmg paper. In.2007, worldwrde demand for hardwood market pulp was esttmated to be 23.5
million tonnes,of which an estimated 3.3 million tonnes was consumed in North America. In
2007, Western Europe and Asia (excluding Japan) were net importers of, approximately 33
million- tonnes of wood.pulp and North America and Latin America were net exporters of 15
million tonnes.

Total Fraser Papers pulp production in 2007 amounted to 237,000 tonnes. Of this
production, about 102,000 tonnes were used in our fine paper business. The balance of the pulp
mills’ output.was sold to third-party paper mills in the United States, Canada and Europe via
direct sales agreements and sales on the open spot market. Approximately 85% of our open
market pulp sales.in 2007 were supplled under contract while the. remainder was sold on the spot
market. We expect to reduce our use to approxrmately 100,000 tonnes of northern bleached
hardwood kraft pulp annually in our paper business, leaving approxlmately 140,000 tonnes to be
sold to third parties.

.. ..Northern bleached hardwood kraft pulp is a commodity product whose price is subject to
substantial volatility depending on production capacity and customer demand. Northern bleached
hardwood kraft pulp is subject to increasing competition from eucalyptus pulp manufactured in
South America.
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,, Lumber C L mmtene arage e 0 et e st

The’ prmc1pal markets for'our lumber‘prdducts are the Uhited States and- Canada Lumber
sales within North: America are handled by a- sales “staff located in our- Portland office and
Ashland, Maine offices who sell the Iumber pnman]y through a network rof wholesale
distributors. - : R Loah

Our top five lumber customers in 2007 accounted for approxlmately 41% of lumber sales,
with our largest customer accounting-for approxlrnately 12% of lumber sales : v e
e . . i
Transportatlon

Our paper pulp and lumber pperatrons are located adjacent to rail lmes and ‘major
highway connections to both the TransCanada Highway and Interstate routes. Our operations
have the flexibility to load product into various types of road and rail equipment, enahhng them
to take advantage of the most competitive rates. Distribution arrangements covering rail and
ocean transport, terminal handlmg and Storage are in place to provrde competmve access to the
markets served. - o

2 @ . . . R . . Y
Competition
Paper

Our paper business competes in the North ‘American paper market with both large and
small competitors including Domtar Inc., Wausau "Papers, International Paper Company;
Glatfelter, AbitibiBowater, Catalyst Paper Corporation, NewPage, Sappi and UPM Kymmene.
The paper industry in North America has generally been consolidating since :the 1990s as
competitors make. acqulsmons to achieve greater |scale which atlows for synergistic cost savings
and ratlonallzanon of capacity.. I,n the past five years sxgmﬁcant capac1ty of printing, & . writing
papers has been permanently shut or idled in North America. During this period, very little
greenfield and brownfield development has taken place to replace these capacity closures. We
believe that the primary bases of competition in our markets are selling price, produet quahty and
customer service. Theré are ‘othet factors that we beheve are'Key to’ bemg edmpctmve in certain
paper products ‘For’ example;; because’ theré ' is typlcally a lengthy procéss of ‘developmg and
qualifying’ specralty ‘Packaging grades’for-a particular customer-or ‘usé, once 'these papers are
developed, thé value of supply continuity and: ‘technical support makes ‘customers reluctant to
switch suppliers. In our specialty printing papers, brand markéting-and delivery lOngthS are
additional sources of competitive advantage as order sizes can be small and customers are widely
dispersed. Technical capabllltles are also a_competitive advantage in the llghtwelght opaque
grades. ‘

T G : . ‘ SRR

Through 2003, 1mports of paper products (particularly ‘groindwood grades) to North
America increased due 10 large capaelty ‘increases in Europe and a strong U.S. dollar. However;d
weaker dollar and stronger ‘Euro since 2004 has led to a reduction’of European nnports and has
created -cost pressures for" Eiropean exporters into the North® American markéts.’ Srgmﬁca.nt
capacity additions in fine -paper are ‘underway in China and othier’ parts ‘of'Asia and- it is still
uncertain whether this capacity will be absorbed by growth in demand locally-or directed at
export markets. The paper sector in general remains subject to the threat of substitution from
electronic communication media as advertisers' and consumers migrate to the mternet and other
fomls of dlgltal information, corru’nunlcanon storage and retrieval. -
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-vo.Market Pulp-. ... . - - O N

" " Out miirKet pullp busifiess supplies pulp to North Amefica and Europe and ¢ompetes'on'a
global basis. Examples of our competitors include Aracruz Cellulose, Koch Cellulésé (Georgia
Pacific), Domtar and Smurfit-Stone. Market demand for pulp is a function of paper production in
the principal markets of Europe, United States, Japan, Asia and Canada and suppliers compete to
satisfy this demand on the basis of price, quality and service. Fricing for hardwood kraft pulp is
highly cyclical. Current-prices continue near their cyclical peak as new capacity announced by
eucalyptus pulp producers in South America and Asia is being offset by reduced production in

Europe due to wood supply and increasing demand in China for new paper capacity. In 2007, we.

saw an increase in the price differential between softwooed and hardwood kraft pulp. Supply of
softwood kraft pulp has been relatively flat as compared to the significant increases in hardwood
capacity in Asia and Latin America. _ R ‘ :

N i
Lumber

Our lumber business competes with other regional lumber producers such ‘as J.D. Irving,
AbitibiBowater, Tembec and Domtar.. Competition in the lumber market is based primarily on
price-as most lumber is sold at spot market prices in major market centers. The reference market
for our lumber business is the Boston market. Lumber mills can differentiate themselves by being
located closer to markets valuing transportation costs. We believe that our mills are well located
to deliver into northeastern markets. Some competitors have corsolidated in the North American
sawmill industry and further consolidation is expected.

The market for wood chips in the northeast region has become supply constrained over
the past few years. Despite pulp mill closures in the region, chip supply has tightened as
production from regional sawmills.is lower due to lumber mill-downtimne - resultmg from weak
housing markets and the negative impact of a strong Canadian dollar. Land owners in Northeast
have also: reduced soﬂwood harvestmg levels as-a result of lower log pncee e . .

LT : . . n

Raw Matermls and Energy ‘ t,' 7 o & ;~'-, Lo L .,

We beheve that other than the raw materials discussed below, the raw materials that we
must purchase for our operatlons are readlly avallable from several sources and that the loss of a
smgle suppller would not Jeopardlze of put our manutactunng operatiofis at risk. An adequate
supply of ‘water is needed to manufacture our products. We believe that there is an adequate
supply of water for thls purpose at each of our manufacturmg locatlons

Paper o

Wood pulp is the primary fibre used to produce our paper products. We are an integrated
paper producer and we produce sulphite, groundwood, and northern bleached hardwood kraft
pulp at our pulp mills for our internal consumption. In addition, we, purchase approximately
96,000 -tonnes of northern bleached softwood kraft pulp each year from suppliers who have the
ability to meet our specifications. Generally, softwood pulp is widely available.on the open
market. Other significant raw material inputs include dyes, fillers and other chemicals. We
purchase these. products from various supphers on short-term and long-term contracts.

A 51gmﬁcant amount of spec1alty latex products are used in the manufacture of speelalty
packaging papers, which we source under long-term contracts. As an interruption in supply of
certain latex products to our specialty packaging business could materially impact production of
certain specialty packaging grades, we use multiple supply sources.
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The steam and electricity needed to operate our paper machines is genérated intérnally by
burning biomass and other fuels and our jinternal, supplles are augmented, w;th market purchases
of oil, blomass and power.

. .
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Hardwood logs and wood chips are the primary raw material ‘used by rour market pulp
mill in Thurso, Quebec. At Thurso, we access 27% of our log and chip neéds-from our provincial
cutting rights (CAAF) and 73% is purchased on the open market ‘from local sawmllls “wood
marketmg boards and pnvate woodlot owners. . . o R LR R

et

. Our pulp niill also purchases chemicals and energy. The chemrcals ‘consist pnmartly of
commodlty chemicals such as sodium chlorate which can generally be obtained from 4 number of
suppliers. The Thurso pulp mill purchases power from Hydro Quebec.

Lumber . - s

- Softwood sawlogs-of an acceptable size-and quality-are the critical raw material for our
sawmtlls In aggregate, our sawmills in Maine and Néw Brunswick obtain 36% of their sawlog
requirements from our Crown lands'in New Brunswick or under long-term fibre: supply
agreements, The remaining 64% is purchased on the open market and our sawmills must compete
with other regional sawrills for access to this fibre. . LRI gy L

. e oot ey ceLon
Backlog and Seasonahty

Paper L L. Do s

The specialty- packagmg busmes:, g2 nerally experiences a. steady . quaﬂer-to—quarter
shipment flow with' a seasonal slowdown in the fourth quarter dueto inventory adjustments-and
customer plant closures during the December holiday season. Notwithstanding relatively steady
shipments from quarter to quarter, the order flow for the specialty packaging business is subject
to seasonal peaks for several of its products used primarily in the downstream finished goods
manufacturing .process. To assure timely shipments during these seasonal. peaks the specialty
packaging business holds aoproxnmately 12% of its. annual shtpments in mventory “The specialty
packaging business also manages these peaks. with sales on consngnrnem representmg less than
4% of its annual sales, Orders are typlcally Shlpped within two to four weeks of receipt of the
order; however, the spemaltv packagmg husiness periodically expenences periods where order
entry levels surge and backlogs increase for short periods of time. Raw materials are purchased
and manufacturing schedules are planned based on customer forecasts, current market conditions
and individual orders for custom products '

*The specialty packagmg and printing papers and hlgh-bnght gmundwood business tends
to see'increased shipments in the first four months of the year primarily due to demand for
financial printing grades.’Fraser Papers w1ll bu.ld inventory through March each year to support
mcreased shlpments through May . BRI T .- : :

o . et L S TR M B I N T -

Commodrty groundwood slnpments see a'small increase in the thifd' quarter -ahead of the
Christmas catalogue season and some weakness in the first quarter due to a slowdown in the
printing industry and adjustment of customer inventories. Raw ‘material purchases and
manufacturing schedules are planned based on a combmauon of hlstoncal trends customer
forecasts and current market condmons . . . i
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Pulp

" "The market pulp business reliés on the actwnty level of the pulp mills which take 7to 10
day’ shutdowns each year for major | mamtenance typlcally n the second or third, qliarters of the
year. Shutdowns for’ maintenance’ and capntal prolects are sometimes taken in other quarters,
resulting in a vanatlon in quarter to ‘quarter’ pulp shipments. Customer order 'patterns are
consistent, except for a moderate réduction in European orders in the summer:‘In North America,
orders are generally placed one month in advance, while European orders are based on a thiee
month rolling forecast. Asian buying patterns have been hlstoncally erratic as opportum-;tlc
buymg behawour has oﬁen 1mpacted global pulp markets

Lumber "

The lumber business is seasonal with demand peaking late in the first quarter and through
the second quarter as the construction cycle begins its spring and summer act1v1ty Actmty slows
in Dccember and January as lhe annual construction’ cycle comes to an end

Research and Development e e

Our main product rescarch and development laboratory is located in Madawaska, Maine.
This facility supports our sirategy of developing new products and new technologies while
supporting our existing product lings: The specialty packaging and printing papers businesses
have continually invested.in product research and development supported by our laboratory in
Montréal, Quebec and at our mills, with 36 new specialty products or upgrades developed in
2007.

P

s In addmon we pammpate in,and perform contract work at a number of research
orgamzanons including the Pulp and Paper Resecarch Institute of Canada,and at various
universities.

14
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Envnronment Health and Safetv ‘

Our operations' 'aro‘subjoct to federal, state, provincial and local laws, regulations and
ordinances relating to various environmental, health and safety matters. Our operations are in
compliance with, or we are takmg actions de51gned to ensure compllance with these laws,
regulatnons and ofdinances. Howéver, the nature of our operations exposes us’ to' the risk of claims
concerning non-complnance with environmental, health” and ‘safety laws, regulations and
standards, and there can be no assurance that material costs or habllmes will not be incurred in
connection with those claims.

During 2005 the Occupational Safety and Health Administration (“OSHA™) conducted
investigations into a fatahty at our mill in Madawaska, Maine and our accident recordkeeping
procedures. As a result of these investigations, Fraser Papers paid fines totaling $183,500 in 2005.
Appropnate steps have been taken to implement all recommendatlons made as a result of the
investigation. ' : !

We will continue to incur capital and operating expenditures in order to comply with
environmental, health and safety:laws, regulations and standards. We belicve that our future costs
of compliance with these laws, regulations and standards, and our exposure to liability for
environmental, health and safety claims, will not have a material adverse effect on our financial
position. Future events, such as changes in existing laws and regulations, or discovery of
contamination at sites owned, operated or used by us may give rise to additional costs which
could have a material adverse effect on our financial position, results of operations or liquidity.
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. - We have an environmental, health and safety audit system and all of our fac1ht1es are
audlted .on a three year cycle, measuring , our performance agamst ta:gets in six areas:
envnronmental health and safety management systems 1mpact minimization, ‘stakeholder needs,
risk management_ and compllance To, comply w1th environmental regulatlons a ‘total of over
19,136 measurements of air and effluent emissions were performed during 2007 resultmg in an
overall compliance rate of 99. 97% achlevement

Fraser Papers contmuously reviews and. modtﬁes the safety management systems at each
of our facilities and remains committed to achieving world-class safety perfonnance In 2007 our
OSHA recordable rate was 5.58 compared to 6.22 in 2006.

Human Resources = -~ - - o o o

" At December 3l 2007 Fraser Papers employed approxnmately 2 600 people at
manufacturing facilities in the United States and Canada. Approximately 64% of these employees
are represented by labour unions. .

The Communication, Energy and Paperworkers Union (“CEP”) represents bargammg
employees at the Edmundston and Thurso mills. The United Steel Workers (“USW”) represents
employees at Madawaska ‘and Gorham. The lumber mill bargaining- employces at-Plaster Rock
are represented by the New Brunswick Regional Ccuncnl of r“axpenters Mtllwnghts and Allted
Workers. - : ,

Effective February 2005, a new four year agreement was ratified by employees at the
Plaster Rock lumber mili. The agreement prov1des for' wage increases of 2 5% per year in each
year of the agreement. - - - . St

A five-year collective agreement with the CEP in Edmundston was ratified in May 2005.
The agreement is in line with the industry pattern negotiated in 2004.- The-agreement-provides for
wage increases totalmg 11% over the term of the contract and a ten-year freeze on negotiations of
pension enhancements. . .,

T I I PR [ I T T A A AN

o A six year agreement was reached wnth the United Steelworkers in 2003 for employees m
Madawaska ... The agreements prowde for no wage increases in, the first two years, a one percent
increase in the thll'(l year and two percent wage increases in each of the next three years. The
agreements expire November 1, 2009.

_ In 2006, we reached a four year agreement with the CEP at Thursc effective from June
2005 to April 2009 covering approxunately 300 employees. The total, cost of the agreement is
estlmated to be approximately 2% per year over four years, . S e

“The collective bargaining agreement at the Gorham paper mill“expires on Nilay3 1, 2'0l)8
Risks of the Business . .. = . . e e e
The principal risks to Fraser Papers’ busmesscs mclude those that’ would be generally

expected of an mtemattonally dwerse capltal intensive manufactunng and dlstnbutlon buslness
They include: . S

-
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The paper and forest products industry is highly cyclical and prices of, and demand for, our
products may. ﬂuctuate significantly based on factors outside of our control, - ..«

Some’ of the products we' produee are commoditiés that are widely avallable from other
producers. ‘Even our products that are not ‘commodities, such’ as our specralty papers are

susceptible to comimodity - dynarmcs Because commodlty products have few dlstmgulshmg'

qualities from producer to producef, ¢competition for commodity products-is based'to a large
degree on price, which is determined by supply relative to demand. As a result we may have little

influence over the trmmg and extent of price changes. T e
vl .. o o f . ~
. Demand for our. products is correlatedl,to globa] economrc condrtlons Periods of

cconomic- weakness reduced spending by consumers and businesses.can result in decreased
demand for our products, resulting in lower product prices and possibly manufacturing downtime.
Demand for our paper products used in publishing, advertising and financial printing have been

and will continue to be particularly sensitive to economic trends. In the past, the markets for our.

products_ have been characterized by periods of excess product supply due to many factors,
including additions to industry capacity, increases in industry production, periods of insufficient
demand, and reduced inventory levels held by customers. As a;result, the prices for all of our
products are driven by a number of factors, many of which are outsrde of our control.

I !

Hlstoncally, changes in demand based on economic and- market shifts, ﬂuctuatrons in
production capacity .and changes in prices of raw materials and energy have created cyclical
changes in prices, sales volume and margins. Prices and demand for our.paper, pulp and lumber
nroducts have fluctuated significantty in the. past and may fluctuate significantly in the future.
Any prolonged or severe weakness.'in the market for any of our principal products would
adversely affect our business, financial position, results of operations and cash flows. Besides
impacting our revenues, cash flows and earnings, weakness in the market prices of our core
products will also have an effect on .our ability: to attract additional capital to finance our
operations, the cost of that caprtal and the value of.cur assets.. .. - .,

B 1 T ; Lol ' R
Intense competmon could adverseb'rajfect our opemtmns "

o The paper and’ fure:,t products mdustry is a hlghly competrtrve busihess environment in

which' compames compete, to a large degree on the basis of price. The principal market for our
products is the" United Statés’ where we compete’ with North American and, for many of our
products, European Asian and South American producers. Many of our corpetitors have greater
financial resourcés‘than we do and'many of the mills operdted by our competltors are lower cost
facilities than the mills we operate.

L]

Our compétitive position is influenced by a large number of factors including:
Loy TR : ,‘, \ _ .

R the availability, quality and cost of fibre and labour;
o - CE _'_the cost of Energy; B ’ ' ‘
' e .-“ e our abrlrty to reduce manufacturmg <osts by achieving high plant efficiencies and
production rates;
.. our ablhty to attract and maintain long-term customer relationships;
..« - the quality of our products and customer service; and
. 'i. _'forelgn currency ﬂuctuatlons
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- waSome - of ‘our competitors * have. lower energy,: fibre 4nd - labour. costs:.and v fewes
environmental and governmental regulations t0'comply with:than we.do.:Some of dur competiiors:
possess morg, .efficient equipment,affording them lower manufacturing costs. Others are larger in
size, allowmg them .to achleve greater economles of, scale If. we are, unable {0 ‘compete
successfully our revenue mav deolme whlch coufd I}ave a rqatenal advqrse effeot on, our
business, ﬁnancnal posmon results of operatlons @nd cash ﬂows

e v
i MRS VR b

' 2 : ¢

Wood fibre is our principal raw matenal ln recent years, approxlmately 40% of our
timber requirements; including timber used ini. exchange for our fibre requiréments have been
sourced through timber supply and forest management agreements in"Canada and sustainable
Crown licenses with Canadian"provincial governmental authorities held directly by us:-Thé
Crown licenses are granted for periods of up to 25'yéars"These Licenses are subject to renewal
every five yéars which further exteads their tetin. In"Neéw Brunswick, the current Crown!Timber
Licenses expire in 2027. All standards of Crown'License Perfotmance in the period 2002 t0-2007
have been successfully met. Renewal 'of the Licenselis anticipated early in 2008. The availability
of, and price for, wood fibre from this timber supply is subject to change. Crown licenses include
provisions for royalty fees (or stumpage charges)-atid levy fees for:reforestation ‘and silviculture
that could be materially increased through amendments to legislation or regulatory regime
changes. Furthermore, -the Crown licenses-contain"terms-and conditions, which could, under
limited circumstances, result-in a'reduction of annual allowable timber that:may betharvested by
us without:any compensation. Additionally, thése licenses ¢an’be ‘revoked or cancelled for non-
performance and there is no assurance that an'y‘offerf for ‘renewal or’ extension: will- contain
acceptable terms. To the extent the avallablhty of wood fibre from thesé sources is reduced we
will be required to increase our purchase of wood fibre on the open market can o

. . Lo - .
TN it 2 A oA Vo

Approxlmalely 35% of our wood fibre requirements-are met through long-term. fibre
supply arrangements or our Crown license arrangements. The remaining '65% ‘of ‘our wood fibre
requirements are met by purchasing timber, chips and other wood residues as well as recycled
materials on the open market or pursuant to’ short-terth supply agreements in ‘competition: with
other users of such wood resources. Wood fibre is a commodity, and. pnces have.historjcally been
cyclical due to- changmg levels of demand and supply.. Wood t“ bre pricing is also subject 10
regional market mﬂuences and our cost of wood fibre may mcrease in partlcular,reglons in which
we operate due to market shifts in those regions. Our more geographlcally diversified competltorq
may not be affected by regional price volatility. Any significant increase in wood fibre prices
would increase our operatmg costs and may materially reduce our cash flows. We. may be unable
to increase prices for our products in response to increased wood fibre costs due to additional
factors affecting the demand or supply of these products. Our inability to increase prices for our
products in response to increasing wood fibre costs may materially reduce our margins.
Additionally, if one or more of our major suppliers of wood fibre stops selling to us, our financial
position and operating results may suffer. A lack of access to an 1n1ernal supply of timber as a
result of the recent sale of our freehold timberlands could limit' our ﬂexlblhty in responding to
shortages in wood fibre supply resulting in higher operating costs than olu: competltors that own
timberlands. : -

Timber harvesting may be limited at any time by natural events, such as forest fires,
adverse weather conditions, 'insect infestation, disease, prolonged drought and other natural and
man-made causes, thereby reducing supply and increasing prices for fibre on the open market.
These events may also reduce the supply of wood available to us under leng-term fibre supply
agreements, thereby forcing us to fulfill our fibre requirements through other suppliers.
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Envzranmntal litigation, regulatar_]' develapments and abgriginal land claims may have an
adverse impact on our timber supply or operations in the future.

Certain environmental litigation and regulatory developments have cdused significant
reductions in the amount of timber available for commercial harvest in the United States. In
addition, future leglslatlon and litigation concerning the use of timberlands, the protection of
endangered specxes the promotion of forest health, and the response to and prevennon of
catastrophic wﬂdﬁres could also affect North American timber supplies. Further constralnts on
the nmber supply may be 1mposed in the future leading to ﬁbre price increases. a

In Canada, aboriginal groups have made claims in respect of land governed by’ Canadian
authorities, which could affect a portion of the land covered by our Crown licenses. Any
settlements in respect of these claims’could lower the volume of timber avaiiabie to us and couid
increase the cost to harvest timber onsuchlend. .. - - .- . .. e
Pnce agreement as a result of abongmal land clauns have s.gmﬁcantly reduced tlmber
allocanons for some companics and increased operating costs on the lands. covered by the

agreement. In some circumstances, no activity can take place on these lands without approval of

the first nations. .. - - ; , )

.. In 2005, the Betsiamites Innu First Nation challenged Crown licenses rights of one paper
producer that effectively challenges the validity of the provincial timber allocation system. In
short, the First Nation is claiming that no timber can be allocated by government without
consulting them. The impact of a negative outcome could have a significant impact on the costs
andfor the ablhty of companies to access fibre on the Crown lands.

In New Brunswnck and. Quebec, various challenges remain unresolved whlch could have
a negatlve adverse effcct on forest products in the region and Fraser Papers, in particular.

T B | ‘b 1'.‘." l." ' . ' . & . : 't .

‘Reducticns . in-the timber, that we are able to harvest may force us to increase the
propcrtion of our:timber requirements: that we purchasc on the open market. Further, significant
reductions in the:amount of timber available for commercial harvest by producers in the regions
in which we' operate our-paper and pulp mills may materially increase the cost of wood fibre.

Also, we may not be able to find. altemative, comparable suppliers or suppliers capable of

providing our wood fibre. needs on terms, or in amounts, satisfactory to us. As a result, our
business, financial position and operating results could suffer.

Environmental and other government regulatiens could increase the cost of doing business or
restrict our ability to conduct our business. - -

. - Our opcrations are subject to a wide range of general and industry-specific,
envircnmental, occupational health and safety, forestry, labour, tax and other laws and regulations
imposed-by both Canadian and U.S, authorities. Environmental requirements under such-laws and
regiilations relate® to, among other. things, air ecmissions, wastewater discharges, waste
management,-landfill operations, forestry practices,and site remediation. Compliance with these
laws and regulations is.a significant factor in our business and we incur, and expect to continue to
incur; capital and operating expenditures in order to maintain compliance with these laws and
regulations. Future events such as changes in environmental laws and regulations, increasingly
strict enforcement of such laws and regulations or the discovery of previously unknown
contamination or other liabilities relating to properties owned by us may give rise to additional
costs that could require significantly increased capital expenditures which would reduce the funds
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otherwise available for operations, capital expenditures, future business opportunities or other
purposes. For: example, lower -permitted. limits for the .emission of carbon .dioxide and:-other
greenhouse gases, may require us to:reduce produiction or-invest in' the installation.of additional
pollution control equipment. o

Furthermore, failure by us to comply with apphcable env1ronmental and safety laws and
regulations, and the permit requirements related thercto, could’ result in civil or criminal fines or
penalties or enforcement actions, including regulatory or Jud|c1al orders enjommg or-curtailing
operations or requmng corrective measures, installation of pollution | control equwment or
remedial actions, any of which could résult in significant capital expendltures or reduced results

of operations. 5
. - 2}

We are exposed to currency exchange risk that could have ‘a,‘nega'n'v_e impact on us. . ' ,';_
All of our sales are denominated in U.S.. dollars while a ‘significant portien of our
operating costs are incurred in Canadian dollars. Therefore, an increase in the Canadian dollar
relative to the U.S: dollar increases our operating costs in UJ.S: dollar terms, which reduces our
operating margins and also the cash flow available to fund our operations. As a result, significant
fluctuations in relative currency values could negatively affect the cost competitiveness of some
of our facilities, the value of our foreign investments and our financial position. From time 10
time, we may hedge a portion of our net foreign currency denominated cash flows, consisting
primarily of our Canadian dollar-denominated costs, using foreign exchange forward contracts or
other derivatives. All derivative contracts are governed by treasury 'policies which have been
approved by our Board of Diiectors and stlpulatc among other thmgs nunimum acceptable
counter-party credit ratings. ' L g : -

Fraser Papers measures transactions and reports its financial results in U.S. dollars. For
the purposes of financial reporting, any change'in the relative value of the Canadian dollar against
the U.S. dollar during a given financial reporting périod would result in a foreign currency loss or
gain on the translation of any Canadian dollar-denominated monetary assets or liabilities into
U.S. currency under-Canadian GAAP.' Itiis:our policy. to enter into foreign-exchange forward
contracts, or’other hedging contracts, so that the"gain ‘or.1oss on these contracts serves to offset
any loss of gain on translation of the-Canadian dollar-denominated: monetary assét:and liability
into U.S. dollars: Due to -timing: differénces-between ‘cash': flows. associated- with -derivative
contracts and the Canadian- dollar-dénominated asset or liability, we may-not be fully hedged at a
given point in time. Consequently, our reported earnings con.ld ﬂuctuate matenally as a result of
foreign exchange translation gains or losses. :

An increase in the cost of our purchased: energy or other raw materials cauld lead to htgher
manufacturing costs, thereby reducing our margins. ‘ . : S ¥

We are a significant. consumer 'of electricity and fuel oil, the prices of which have been
volatile in recent years. We purchase fuel oil from various suppliers at market prices:.From time
to time, we will enter into short-term; fixed'price purchase agreements-directly with suppliers to
lock in prices. We purchase electricity from government run and private producers of electficity
in both regulated-and unregulated jurisdictions. Some of this electricity is-purchased under.long-
term supply agreements which:may'include penalties if these contracts are broken:.In the future,
changes in the available prices and terms ofi our encrgy supply contracts could adversely affect
our carnings and ﬁnancnal position. ¢ : DI

We do not own or control’ mills that produce softwood kraft pulp and must buy our
softwood kraft pulp through supply agreements or on the open market. We purchase
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approximately 83,000-tonnes of softwood kraft pulp.on:the open market each year. If any of these .
agreements were to.be terminated-for. any reason, .or. not-renewed upon expiration, or if market .

conditions were to.substantially change, we may not be.able .to find alternative,.comparable
suppliers or suppliers capable, of. providing -our wood pulp needs on. terms or in amounts
satisfactory to us. As a result, our business, financial position and operatmg results could suffer,
Other raw matenals that we use mclude various chermcal compounds mcludtng tltamum
dtoxlde .peroxide, fluorocarbon, retention aids and dyes. Although not as substantial as our fibre
or energy costs, purchases of chemicals comprise. a significant portion of our operating costs. The
costs of these chemicals have historically been volatile, and pricing is subject to factors beyond

our control. Any increase in energy or raw materials costs may reduce our operating margins as.

we may not be able to increase our prices in response. Any sustained increase in either could have
a material adverse effect on our business, ﬁnancial position arrd results of operation_s.

Trade restrictions regardmg trade in sofnvood lumber products between the Umted States amz'
Canada may have a negative 1mpact on our proﬁmbtltry

Our lmber operations,in New B"unsw1ck and Mame are; cxcluded from any affect of the
current trade agreement between Canada and the United States regarding softwood lumber. This

agreement affectively serves to reduce shipments of lumber from regions in Canada other than the_

Maritimes to the United States under certain circumstances. However, as with all managed trade,
the existence of the agreeme']t may cause those lumber. producers who are affected by the
agreement to behave in a manner which is differsnt than tkey would have in the absence of such
an agreement. This conduct could lead,to periods of higher supply, lower prices or both.
Continued restriction on shipments by .Canadian producers into ;the United States could have a
material impact on the profitability of our sawmills in Canada. =

Some of our products are vuinerable to long-term declines in demand due to competing
tecknologies or materials. ., . T "

We have' expenehced and may continue to F'xperlencc decreased demand for some of our’

produéts as a result of electronic ‘substitation of these products The growing use of electronic
transmission and document storage alteratives has' affected “market démand’ for printing' &
writing papers, U.S. uncoated freesheet demand declined steadily from 2003 through 2007,
rcﬂectmg the impact of electronic substitution, among other things. The growth i in the use of plain
paper fax machines and small office printers has slowea dramatlcally as e-mail deliveries and the

electronic storage of documents have become more widely accepted. The growth of internet

directories could impact the use of paper-based directories dnd certain of our specialty packaging
grades are subject to substitution by non-paper based competitive products.

In addition, our pulp business must compete with an increasing supply of, and in some
cases customer preference for,.foreign sources of pulp such as eucalyptus pulps produced in Asia
and South America. If we are unablz to develop new, sources of demand to effectively respond to
electronic: substitution and changing customer preferences, our, financial position and. results of
operations may be adversely affected. : .

)l [ [ o

Our business.is subject to many operational risks for which we may nat be adequately msured.

‘Out Business is subject to the risks of operating pulp and paper mills and sawmills, such
as unforeseen equipient breakdowns, power failures, fires, severe weather or any other event,
including any event of force majeure, which could resuit in material repair or replacement
expense and a prolonged shutdown of any of our mills. A prolonged mill shutdown at any of our
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major facilities could materially - adversely -affect our business, financial .position,. results«of.
operations and cash flows. Although we:maintain insurance; including -business- interruption'
insurance, there can be no assurance that we will mot incur losses beyond the:limits of, or outside
the coverage of, such insurance. From'time to time, various types of insurance for companies:in
the pulp and lumber industries. have not been aveilable on'commercially. acceptable terms or, in-
some cases, have been unavailable. For example, we do not insure and cannot obtain insurance
against certain -environmental risks as insurance is not available on commercially acceptable
terms. In addition, there can be no assurance that in the fuiure we will be able to maintain exlstmg:
coverage or that premiums wﬂl not increase substantmlly .
i . N o :

Our mills experience shutdowns that could adverse{y ajfecr our fi nancml posman and results
of operations. - IR . "y o e

In addmon to scheduled and unscheduled maintenance shutdowns, depressed commodlty
prices may cause us to temporarily shut down our mills if product prices fall to a level where mill
operation would be uneconomical. Morcover,. we may be required to temporarily suspend
operations at one or more of our mills to bnng production in line with market demand or in
response to the market irregularities caused by the trade agreement between Cacada and U.S.
over softwood lumber-trade. During-such tempcrary shutdowns, we must continue to expend
capital to maintain the mill and equipment. We may also incur-significant labour costs as a result
of a temporary shutdown if we are required to give employces notice prior to any layoff or to pay
severance for any extended layoff. Furthermore, teinporary shutdowns may adversely affect our
future access to skilled labour, as employees who are laid off may seek employment elsewhere.
Given the costs involved in a temporary shutdown of our operations, we may instead choose to
continue to operate those operaticns at & loss which could have a matenal adverse: effect on our
financial position and results of operations. :

-+ In‘additicn, a number of circumstances could cause unexpected preduction disruptions,
including shortages of raw materials, disruptions in the availability of- transportation -labous
disputes and mechanical or process failures. These mill shutdowns cquld result in the loss of
existing customer relationships and could 1mpaet our ability, to attract.new cl1ents or maintain
favourable relaticnships with suppliers of raw materials. C e Lo b T

Mill cloqures may be for extended penods In addltlon if our. mllls are shut down they
may experience prolonged startup periods, ranging from several days to several weeks. The
shutdown of our mills.-for a substantial period of time for any reason could have a material
adverse effect on our financial position and results of operations.

Work stoppages or other labour disruptions at our facilities could have a material adverse
effect on our business. .

As-of December 31, 2007, we employed approximately 2,600 people at manufactunng
facilities in the United States and Canada. Approximately -64% of these employees are
represented by labour unions. At December 31, 20C7, all outstanding labour-agreéements had been
ratified. There can be no assurance that we will be able to reach agfeement with our employees at
future contract negotiations without work stoppages by the affected workers or increased
operating costs as a result of higher wages or benefits paid to union members. We might also
experience a material labour disruption or significantly increased costs at one or more. of other
facilities, either in the .course of negotlatmg future labour agreements or othermse Labour
disruptions or increased labour costs could have a material adverse affect on our financial
position and results of operations.
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We may. not have the capital required to maintain our facilities: : . |

The production of lumber, pulp and paper is capital intensivé. Although Fraser Papers
maintains its production equipment with regular periodic and scheduled maintenance, there can
be no assurance that key pieces of equipment in Fraser Papers’ various production processes will
not need to be repaired or replaced. The costs of repairing or replacing such equipment and the

associated downtime -of the affected’ productlon line could have a material adverse effect on

F raser Papers’ busmess ﬁnancral posmon and results of operatrons

" L] i Ll o LA PO ’ . .

We are sub;ect to mdemmﬂcatmn obhgarmns in wnnectron wu'h our drsmbutron fram
Norbord. . e oL e

. “or {

In conneetlon wrth our dlStl’lbuthIl from Norbord on June 30 2004 (the “Dlstnbutron”),
we entered into an arrangement agreement with' Norbord _whlch contains a: number of
representations, warranties and covenants, including (a) an agreement by each of the parties to
indemnify and hold harmless each other party against any loss suffered or incurred resulting from
a breach of a representation, warranty or covenant; and (b) 2 covenant that each party.will not
take any action, omit to take any action or enter into any transaction that could adversely impact
certain tax rulings received in connection with the Dlstrlbutlon including government opinions
and related opinions of counsel and the assumptions updn which they were made.

Should we be found to have breached' our representations and warranties or should we
fail to satisfy the contractual covenarits, we ‘would be obligated to indemnify Norbord for losses
incurred in connection with such breach or failure. In addition, under the arrangement agreement,
we are required to indemnify Norbord against any loss which it may incur resulting from a claim
relating to us, our business or our assets, whether arising prior to or after the completion of the
Distribution, as well as any loss which Norbord may incur from certain claims arising prior to the
completion of the Distribution relating to a U.S. corporation formerly named Fraser Papers, Inc.
retained by Norbord. An indemnification claim against us pursuant to the provrslons of the
arrangement agreemenr could have a matenal adverse effect onus. __

Our expenditures for pension ‘obligations areé significant and could be materially higher than
we have predicted if our undgerlying assumptions prove to beincorrect.. :

~ We have sighificant pension liabilities under ‘our defined 'benefit pensron plans. As of
December -31, 2007, we estimiate ‘that "our pensron plans’ assets were approximately $530.5
million while our accrued benefit obligatiohs were- approximately $643.0 million, yielding an
unfunded liability of $112.5 million. Qur.policy is to fund in.accordance with all applicable laws
and regulatlons If actual results differ from our assumptrons cash expendltures and cash costs
that we incur in respect of our pension ﬁmdmg requirements could be materially higher, which
may have a material adverse effect on our cash flows and hquldlty Moreover regulatory changes
could increase our obligations to provide these or additional benefits,

v + 1

QOur exrstmg ‘credit agreemems cantam vresmctmns that hmrt our operanng and_financial
flexibility. .

Pes T . B . oot I '

The terms of our existing credit and financial commitment agreements contain covenants
that, among other things, limit our ability to:

. incur additional indebtedness or grant further encumbrances;
. make certain property acquisition and dispositions or amalgamate or pursue other
reorganizations;
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. provide financial assistancein the. form of guarantees or.-otherwise: to-third!
..+ ., parties; and .

. . . .. “ N . s
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Teoa pay dmdends issue securitiés and make mvestment.a i R
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Complymg w1th these covenaqts and restrlctlons as well as any resmcuons that may be
contained in any future debt instruments and other transactlon documents may limit our abrlrty to
execute certain transactions. Our ability to comply with these covenanis will depend on our future
performance, which may be affected by events beyond our, control. Our failure to comply with
any of these covenants or restrictions when they apply may result in a default under the partmular
debt instrument or other transaction document, which could permit acceleration of other
indebtedness.’ in an event of default, we -may not have sufﬁcrent funds to make the requrred

payments under our mdebtedness or other obllganons S T
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Addmonal 1nformatlon on Fraser Papers busness risks is mcluded in the Ma‘nagcment'
Drscuss:on and Analy51s Whlch is’ rncluded in Fraser Papers annual report for 2007

‘_.'DI.VIDENDS o T

The Company was established as a separate publicly traded company on June,30, 2004

and has not paid any dividends. Dividends ;on Common Shares are, declared solely at, the
discretion of the Board ofDxrectors P e !

¢

CAPITAL STRUCTURE T P
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As at December 31 2007 the authonzed caprtal of the Company was as tollows S

.’.

<

. Common Shares An unhmrted number _Common.shareholders are enmled to
onc vote per share at all sharcholders meetings and are entitled to réceive
., dividends if, as and when declared by, the, Board of Du'ectors1

Ay e P -

. Class A and Cldass B Préférred.Shares:” An unlimiited number. C]ass “A and Clas;

SEUTIN : preferred shares are issuable in series.. The Board of Directors is empowered to
, fix the number of shares in, and the designation and attnbutes of each series
which may include or exclude voting rights. - o

. Non— Voting Participating Shares: An'unlimited number. The Board of Direciors
is empowered to fix the number of shares in, and the designation and attributes’ of
each series which may include a preferentlal dw1dend or pnomy 111 any
" distribution of assets: ™" ; ) v

At December 31, 2007, issued and outstandmg caprtal consisted of 29,509,876 Common

Shares. As a result of the rights offering completed-in January, 2008 Cémmon Shares oﬂ’t%tandmg
increased to 50,166,789 shares. There were no other classes of shares outstanding in 2007 or * -
2006. ... . : : T

3 . i s

1o
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'DEBT RATINGS

The Company has no rated 1ndebtedness outstandmg at Dccember 31 2007 3
Funher lnformatlon on the capital resources of' the Company are prov1ded in the 2007
Management’s Discussion and Analysis. - ~ < H -

MARKET FOR SECURIT[ES
'I’hc Companys Common Shares are llsted for tradmg on the Toronto Stock Exchange
under the symbol FPS. -~
From January 1, 2007 thrf)'u'gﬁ' Deiéember'?;l, 2007, the Company’s Common Shares
traded in a range of between C$2.65 and C3$6.50 per share, ending the year at C$2.68 per share.
Average daily volume traded during the year was. 29,500 shares. The high and low prices and
average daily trading volume for each month is summarized below. .

1

" High Low _ Volume

Month ' T (CS) .- (C$) {Shares)
January S 648 § 57 31,700
February §. 619 $ 590 16,500
March 3 599 . $ 536 5,600
April $ 614 $ 530 15,900
May $ 6.25 $ 526 12,000
June $ - 626§ 537 21,300
Tuly 8 650 .$ 537 123,300
August L 8 601 $ 510 "30,100
September St $ 569 .5 486 10,000
October 3 5.28 $ 3.26 45,300
November $ 398 . 8§ 295 ' 13,100
December $ 3.36 ‘§ 265 51,600

$ 650 § 265 29,500

Full Year
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Directors

DIRECTORS AND OFFICERS

[T Tt

m CO
Ik

The Directors of the Company are set out below. They hold office until the next annual
meeting of shareholders or until their successors, are.elected or approved. Fraser Papers’ Board
does not have an executive committee. Members of the Board’c committees are noted.

i

Name and S Director
Municipality of Residence Principal occupation since
RORKE B. BRYAN, PH.D. © - Corporate Director and consultant since 2005; ‘ 2005
Toronto, Ontario Dean, Faculty of Forestry and Professor of
o Environmental Sciences, University of Tcronto prior
H ‘thereto. ' - C ‘ .
JACK L. COCKWELL; CA ® Group Chairman, Brookfield Asset Managemznt Inc. 2004
Toronto, Ontario (asset management) ;o ' .
PAUL E. GAGNE, ca 9 Chairman, Wajax Income Fund (mobile equipment, 2004
Senneville, Quebec industrial compg'n’ents and power systems) since May ,
'2006; Corporate Director prior thereto. . '
DOMINIC GAMMIERO " Chairman of the Board since 2007; Chief Executive 2004
Mississauga, Ontario Officer of the Corporation from 2004-2007; President
and Chief Executive Officer of Norbord Inc. (panel
products) priqr thereto.
J.PETER GpRpoiq . President and Chief Executive Officer of the 2007 - -
Toronto, Ontario " Corporation sifice 2007; President and Chief Financial '
) Officer from 2006-2007; Managing Partner, !
Brookfield Asset Management prior thereto.
ROBERT J. HARDING, FCA ) Chairman, Brookfield Asset Management Inc. 2004
Toronto, Ontario : . ) - <t
ALDEA LANDRY, C.M., Q.C."®  president, Landal Inc. (consulting). 2004
Moncton, New Brunswick
MARGOT NORTHEY, PH.D. "®X% Comorate Director 2004
Victoria, British Columbia
SAMUEL J.B. PoLLock, CA™®  Managing Partner, Brookfield Asset Management Inc. 2004

Toronto, Ontario

(1) Member of Audit Committee

(2) Member of Human Resources Committee

(3] Member of Environment, Health and Safety Committee

(C))] Member of Corporate Governance and Nominating Committee
(5) Member of Pension Committee

Brookfield, directly or indirectly, owns approximately 70.5% of the outstanding Common

Shares of the Company.
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Executive Officers

Name and

Minicipality'of Residence - Ofﬁ'ce'wﬁ_th Company -*' =~

*

Ca )
- Previous occupation --

DOMINIC GAMMIERO Chairman .- &
Mississauga, Ontario Tenmr o
hl
J. PETER GORDON President and

Toronto, Ontario Chief Executive Officer

GLEN MCMILLAN Senior Vice President and °
Toronto, Ontario Chief Financial Officer
' R o ALy ot ' N
b - i 3
vt EEP oM
JEFFREY DUTTON

Saint Agatha, Maine

WILLIAM MANZER
_ Scarborough Maine

oA

'+ Sirategy and Projects’
. [ | ; [ P

BRIAN MCALARY -~ ‘:!'. Vice President, Sales.
+ Scarborough,-Maine'. , T - :

! : S IPILTIN S Lo

and Chief Operating Officer

f
-t

. +
B f

Chief Executive Officer, 2004-2007; . .

Chief Executive Qfficer, Norbord Inc.,
1999-2004.

Chief Financial Officer, 2006-2007;
Managing Partner, Brookfield Asset
 Management Inc., 1998-2006,

* Chief Administrative Officer, 2004-"
2007; Vice President, Controller and

- Corporate Secretary, Norbord Inc.,
Y 1999-2004. . o

[ - - . ' " s

Senior Vice President, Operations General Manager, East Papers, Fraser

Papers Limited, 2006-2008; President,
Republic Paperboard Company, 2004-
2006. '

Senior Vice President, Business  Vice President, Operations, Fraser

* ° Papers Limited, 2003-2005; Vice
President, East Papers; prior thereto,
Vice Presicent,.Sales, Fraser Papers
Limited, 2003-2006.

o .

L] .
. Lo ’ 1

As of March 31, 2008, the Directors and executive officers of the Compan)} as a group

own, directly or indirectly, or exercise control or direction over approximately 1.1 million
Common Shares of the Company and none of the votmg securities of-any of the Company 5

subsidiaries. , ¢ savgar oL

e

e

- The transfer agent and reglstrar is:

CIBC Mellon’ Trust Company }
'PO Box7010 . '
Adelaide Street Postal Station
Toronto, Ontario M5C 2W4
Phone: 1-800-387-0825
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AUDITORS et

Emst & Young LLP, (E&Y"") have prepared an audit report on the audited comohdated
financial statements of the Company as at December 31, 2007 and 2006 and for the years then
ended. E&Y are independent with respect to the Company within the meaning of the Rules of
Professxonal Conduct of the InStltUtC of Chartered Accountants of Ontario. .

AUDIT COMM[TTEE INFORMATION

The Audit Comrmttee ‘of the Board of Directors (the “Audit Committee™) is compnsed of
three directors, as of March 31, 2008, being Paul Gagné (Chair), Aldéa Landry and Margot
Northey. Each member of the Audit Committee is an independent director and financially literate
under the standards estabhshed by Canadian securities regulatory authorities, in,. Multllatera]
Instrument 52-110 = Audit Committees. During 2007, the Audit Committee met six times and
each meeting mcluded a session with only E&Y and the members of the Audit Committee. A
written copy of the Audit Comm1ttee s terms of rcference is attached as Schedule A to this
Annual lnformatxon Form A

w LA O R FL I "\

Relevant Education and Expérience

Paul E. Gagne, CA - Chair. .

"Mr. Gagné is a chartered accounta.nt and has extenswc -experience with accountmg and
audit committee functions. He. recelved his CA designation” from the Institute of Chartered
Accountants of Ontario in 1974, Mr. Gagné is Chairman of Wajax Income Fund, a distributor and
service support provider of mobile equipment, industrial components and power systems. He was
President and Chief Executive Officer of Avenor Inc., a producer of forest products, from 1991 to
1997. In.that role, Mr. Gagné supervised the Chief Fmanmal Officer. He currently serves on_or
chairs the audit committees of the followmg publicly traded compames CAE lnc Inmet Mining
Corporat:on and Tcxtron Inc.. - - e Dt Do

oLt T o R .~-;';--J=.§f T P

Aldéa Landry, CM., Q.C. - =i - Lo Slroni el s :

Ms. Landry is President of Landal Inc., an organizational and busmess dcvelopment firm,
and of J.F.L. Arbitration Services Inc. She is also a director of, The Shaw Group, Moosehead
Breweries Limited, the Canadian Foundation on’ Economi¢' Education, the Canadian Investor
Protection Fund and a member of the Oxford Frozen Foods Advisory Board, the Security
Information Review Committee and the Atlantic Provinces Economic Council: Ms. Landry is a
former cabinet minister and deputy premier of New Brunsw1ck In addition to studying
accounting in law school, Ms. Landry has acquired relevant education .and experience while
serving as a member of audit committees, on private boards and crown corporations and through
attending continuing education seminars.

Margot Northey, Ph.D. SRR

Dr. Northey served as Dean of Queen’s University School of Business from 1995 to
2002, during which time the school strengthened its reputation internationally for innovation and
high quality, and increased revenues fourfold. An expert in management communications, she has
published many articles and seven books, including two best sellers, and has acted as consultant
for private and public organizations from coast to coast. She has served on nine corporate boards,
including four audit committees. Currently, in addition to Fraser Papers, she is a director of
Wawanesa Insurance, Norbord Inc. and British Columbia Transmission Corporation. A graduate
of the University of Toronto, she holds an M.A. and Ph.D. from York University.
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Pre-approval Policies and Procedures = . . : . : o

- The Audit Coritmittee has adopted a policy rcgardmg the’ provision of non-audit- servicés
by the” Company s external" auditots. “This policy réquires Audit Cornmittee pré-approval of
permitted audit, audit-related and non-audit services. It also specifies a number of services that
the Company’s external auditors cannot perform including the use of its extemal auditors for
financial mformanon system desigm and implementation assngnments ; =

TR

External Audltor Serwee Fees :

',,-' ) 'I'he followmg table sets forth the fees billed by E&Y to ‘the Company for the past two

years. A ,
' " Fees Paid

. . 2007 2006
Audit services S o $s561,000 © ° .7 $535,000
Audit-related services ' ! T 280,000 ‘ : 154',000
Taxation services - L o 10,0007
QOther non-audit services 16,000 15,000

Total for all services ¢ R $857,000 $744,000

#1 K T . n

Des iy ticn‘ ices:
Audit services include the audit of the annual financial statements of the Company and its subsidiaries and the review of the
Company’s unaudited interim financial statements,

Audit-related services include audits of the Company’s 'penéioa' plans, interpretati'ori ‘of ‘accounting and reporting standards,
comfort letters associated with offering documents and internal control reviews.

Taxation services consist of tax compliance setvices. -
Other non-audit services consist of translation services, o

T T ey . t

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS
* ‘In January ‘of 2006, the Company 'sold its timberlands in New Brunéwick to Acadian, a
newly formed income fund, for net proceeds of approximately $125.0 million, inclading cash of
$93.5 million and $31.5 million of securities. The secuntles were convertible into 3,613,780 units
of the Fund, representing a 2% interest on a fully-d:luted basns and* were entitled to the samce
rights as units of the Fund. Brookﬁeld also owns a significant retained interest in Acadian and
provides asset management servxces ‘to the Fund. ‘The' Company has also entered into a fibre
supply agreerment and Crown lands services agreement with'Acadian. The fibre supply agreement
has a term of 20 years with an option to extend the agreement for a further 5 years. In September
of 2007, the Company sold 1ts mterest in Acadlan for net proceeds of approx1mately $38.4
mllhon o :

The"Coni'pany has invested $10.0 million in convertible term preferred units of Katahdin,

a wholly-owned subsuilary of Brookfield. Katahdin operates two paper mills in Maine. The units
cam a preferentlal cumulatlve distribution of 5% per annum and are convertible into common
equlty units of Katahdinl. In addition, a wholly-owned subsidiary of the Company (the “lessee™)
has leased cettain pl‘OdUCthC equipment owned by Katahdin.' The amount of the lease payments
ar¢ détermined with refererice 10 the profits generated by those assets such that all of the profits
¢amed by the lessee on those assets, net of a managemient fee, are remitted to the lessor as a lease
payment. During 2007, the lessee earned $8.0 million after all lease payments to the lessor.
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Fraser Papers purchases goods and services from’Brookfield and its affiliatés:"During
2007, Fraser Papers purchased approximately -$5.7 million of - electricity. from. Bropkfield and its
affiliated companies. During 2007, Fraser Papers-sold $3 3 mtljton of fgoods and servrces to
Katahdin., N R L o s Lo '!*,:: It RLML Lo s, :

A subsrdlary of Brookﬁeld had provrded the Company wrth a revolvmg credtt facrltty in
the principal amount of $83.0 rrnlhon repayable at any time without penalty. During the first
quarter of 2005 the Company repaid the $75.0 million outstanding, on.the facility. The facility.
was then cancelled. In addition, Brookfield has provided the Company with a facility with a
notional amount of $200 million to enter into'forward fotéign exchange contracts as’ part of the
Company’s hedging activities. At December 31, 2007, the Company has entered into forward
foreign exchange contracts of C$126.0 million under this facility.

Durmg 2005, the Company mamtamed interest-bearing deposits -with an affiliate of
Brookfield on a demand basis. The inferest carned on the deposits was at market rates. At
December 31, 2007, the Company had no dep051ts outstanding.

MATER]AL CONTRACTS
Since January 1, 2007, Fraser Papers has entered into the followmg matenal contracts
other than in the ordinary course of busmess

< by A P PR P
z

Purchase Agreement related to the acquisition of Katahdrn Paper
. Offer to Purchase all of the outstandmg $84.0 million in Pnnmpal Amount of
8.75% Senior Unsecured Notes due March 15, 2015, ... e v ol
. Short Form Prospectus related to a rights offering to shareholders. . S
. Standby Purchase Agreement related to the rights offering.
. Rights Agency and Custodian Agreement related to the, rights offering.- <

See also “General Development of the Business:, Changes in the Busmess smce 2005,
All of these contracts are avatlable for vrewmg at www, sedar. com. - o A len -

" S P o . AN
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FORWARD—LOOKING INFORMATION o
PR PR ™

. Thts Annual Informatlon Form contams forward lookmg 1nformatlon and forward-
looking statements within the meaning of Canadian. provincial securities laws We may make
such statements in this Annual Information Form in other filings with Canadtan regulators or in
other commumcatlons These forward-lookmg statements include, among others statements with
respect to our financial and operating objectives and strategies to achreve those objectlves as well
as the outlook for our business and for the Canadian, United States and global economies and
other statements with respect to our beliefs, outlooks, plans, expectations and intentions.

Forward lookmg mfonnatton typlcally contains statements w1th words such as “belteve

“typical” ¥expect”, potenttal“ “tend” “primarily”, “generally”, | repr-’sent anttcrpate s
“position”, “estimate”, “seek”,. “oﬂen” “may”, “will”, “should”, “would”, “could” or similar
words suggesting. future outcomes In addmon forward- looking. statements may reﬂect the
outlook on future changes in volumes prices, costs, estimated amounts and’ nmtng ‘of cash ﬂows
Forward-looking statements may also reflect the possible effects if certain future events were to
occur, as discussed in the “Risks of the Business” section of this document. They may also reflect

other expectations or beliefs, objectives or assumptions about our market and competitive
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position and about future events or performance, based on information currently available,
Readers should be aware that these statements are subject to known and unknown risks,
uncertainties, assumptions that may prove to be incorrect and other factors that could cause actual
results to drffer matenally from those suggested by the forward lookmg statements '

‘The significant risks that could 1mpact our biisiness and our futuré’ performance are
discussed in the “Risks of the Business™ section of this document as well ‘as Fraser Papers’

Annual Report and other filings with Canadian securities regulatory authorities. The Company -

cautions that the list of risks and factors discussed in those documents may not be exhaustive.
Readers should consider those' risks, as well as other uncériainties and factors and potential
events. Although Fraser Papers believes it has reasonable basis for making the forward-looking
statements included in this report, readers are cautioned not to place undue reliance on such
forward-looking informetion. @ . S :

. . " i

Fraser Papers undertakes no obligation, except as required by law, to update publicly or
otherwise revise any forward-looking information; whether as a result of new information, future
events or otherwise. Actual results and future events could differ materially from those
anticipated in such statements.

i ' . L
ADDITIONAL INFORMATION

Additional irformation about the Company and its operations can be found on
Fraser Papers? web-site at www.fraserpapers.com or on SEDAR at www.sedar.com.

oo : T

The Management Proxy Circular dated March 10, 2008 contains additional information
concerning the Company mcludlng Directors’ and Ofﬁcers remuneration and indebtedness,
principal holders of Conimbon. Shares and its stock option and share purchase plans. Addltlonal
financial informatién about the Company is included in Fraser Papers’ Consolidated Financial
Statements for the year ended December 31, 2007 and in the Company’s Management’s
Discussion and Analysis.

LT, . : . i B .
.. .l Coe [ " A

34

i

-3



v

APPENDIX A

AUD]T COMMITTEE TERMS OF REFERENCE

Sl

1. ROLEOFAUDITCOMMIT‘IEE T T T L

The role of the audtt comrmttee (the “Cormntttee”) is to assmt the board of dtrectors (the “Board”)'

in its oversight of the integrity of the financial and related information of the Corporation
including its financial statements, the internal controls and procedures for financial reportmg and
the processes for momtortng compltance with legal and regulatory requirements and to review the

independence, qualtﬁcattons and performance of the external auditor of the Corporatton‘

Management is responsible for establishing and mamtatntng those controls procedures and
processes and the Committee is appointed by the Board to review and monttor_ them.
2. AUTHORITY AND RESPONSIBll ITIES ) oo E

"na Lol

In carrying out its role, the Committee has the following authority and respon51btltt1es

(a) Financial lnformatton and Reportmg

!

(1) to review and discuss with management. and the extemal auditor, as appropnate .

e the annual audited financial statements and the interim ﬁnanc1al statements
including the accompanying management’s discussion and analysis; ahd

» carnings guidance and other releases contammg information taken from the
Corporation’s financial statements prior to their release.

(ii) to review .the Corporation’s financial ‘reporting and :accounting standards and
principles, any proposed material changes to them or their application and the
appointment of management personnel responslble for ﬁnanc1al reportmg and

accounting. - - IR
{b) Internal Controls -to revtew w1th the chief financial ofheer the external audttor and
, others,.as appropnate the Corporatton s internal system of mtemal controls "
(€) External Audit - - -~ - ! o .o L et

(i) to recommend to the Board, for shareholder approval, the external'duditor that will
be nominated to examine the Corporation’s accounts, controls and financial
statements on the basis that the external auditor reports directly to the Committee as
representatives of the shareholders of the Corporation;

(i) to recommend to the Board the compensation of the external auditor;

(iii) to evaluate the audit services provided by the external auditor including any
disagreement between management and the extemal auditor regarding financial
reporting or otherwise, pre-approve the audit plan and all audit fees and recommend
to the Board, if necessary, the replacement of the external auditor;

(iv) to review the post-audit or management letter, containing the recommendations of
the external auditor, and management’s response

(v} to pre-approve any non-audit services to be provided to the Corporation by the
external auditor and the fees for those services

(vi) to obtain and review at least annually a written report by the external auditor setting
out the auditor’s internal quality-control procedures, any material issues raised by the
auditor’s internal quality-control reviews and the steps taken to resolve those issues;
and
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(vii)to review at least annually the relationships between the Corporation and the external
auditor in order to establish the independence of the external auditor.

Risk Management — to review and monitor the Corporation’s major financial risks and

-7 risk managcment ‘policies-and the steps taken by managernent to mitigate those nsks

€

St

. S I A
(i) to rcv1ew the adcquacy of the Corporation’s financial reporting, procedu.res and
pollcncs mcludmg the publlc dlsclosure of financial 1nformatlon and fo investigate

any non-comphance with those procedures and policies; and
I

(n) to establish procedures for the recelpt and treatment of any complamt regarding
. accounting, internal accounting controls or audmng matters including procedures for
- the confidential, anonymous submissions "by employees of concerns regarding
questionable accounting or auditing matters.

- COMPOSITION AND PROCEDURES - ) -

Size - The Committee will consist of a minimum of three directors. The members of the

..Committee are appointed by the Board upon the recommendation of the Corporate

Governance and Nominating . Committee and may be removed by the Board in its

_discretion,

Qualifications ~ All mcrnbe*s of the Comrmtree must meet the 1ndependence and
financial literacy requirements of applicable regulatory. authorities and at least one
member of the Comm1ttee must be a financial expert.

"‘..! PRI

Meetings — The Commntee w1ll meet at least five times a year and a portion of each
meeting will be held without the presence of management. The Chair of the Committee
will report to the Board following meetings of the Committee. P e

Review of Financial Statements — The Committee will review the Corporation’s annual

- -andited financial statements and interim unaudited financial statements with the CEQO and

CFO and then the-full Board.. R

Review of CEO and CFO Certiﬁcn'tion ‘Process < n connection with its review of the

-annual audited financial statements and.interim financial statements, the Committee will

also review the process for the CEO and CFO ceiftifications with respect to the financial
statements and the Corporation’s dlscllosure and internal controls, mcludlng any material
deﬁcwnues or changes in those controls;

Reéview of Earnings’ and Other Reléases — The Committee will rev1ew w1th the CFO
any earnings guidance to be issued by the Corporation and any news reléase contammg

. financial information taken from' the Corporation’s financial statements prior to the

release of the financial statements to the public.

Approval of Audit and Non-Audit Services — In addition to recommending the external
auditor to examine the Corporation’s financial statements, the Committee must approve
any use of that external auditor to provide non-audit services pnor to its engagement. It is
the Committee’s practlce to restrict the non-audit services that may be prov1ded by the
external auditor#in order to minimize relationships that could :appear to impair the
objectivity of the external auditor.

Hiring Guidelines for Independent Auditor Employees — The Committee will adopt
guidelines regarding the hiring of any partner or employee or former partner or employee
of any external auditor of the Corporation.

Audit Partner Rotation —~ The Committee will ensure that the lead audit partner
assigned by the external auditor to the Corporation, as well as the independent review
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'(1) ‘the annual mformatton form to be ﬁled by’ the Corporatlon

.-, partner charged with reviewing the financial statements of the Corporation, are changed

at least every five years. PR

: - Process for Handling Complaints about Accounting Matters — The Committee has:
~.established the following -procedure. for the:receipt- .and treatment-of :any.complaint

received by the Corporation regarding accounting, internal aceountmg controls or
audltmg matters:

. (1) The Corporatlon w1ll retarn an mdependent thlrd-party ethrcs reportmg service to

facilitaté reportmg by telephone ‘email or post and w1II commumcate and make
accessible, the contact details to all staff, customers and supphers o

' - (i) Notlﬁcatlon of all reports w1ll "be forwarded by the’ ethlcs repomng service to the

Chalr of the Committee and appllcable members of senior management with the
exception of reports desrgnated as sensmve” Wthh will be sent to the Chair of the
Committee only. ’

(iii) All complaints will be investigated by senior management,-working closely with the
Chair of the Committee.

(iv) The status of each complamt will be reported on a quarterly basrs to the Commrttee
and, if the Committee so directs, to the full Board. - .- -

The Corporation’s Code of Business Conduct prohibits any director, officer or 'ernployee

. of the Corporation from retaliating -or takrng any adverse action agamst(anyone for

raising or helping to resolve a complaint * . - = s el

Access to Independent Advisors — The Committéé hu'if/"'at"ahy' tirdie retain outside
financial, legal or other advisors at the expense of the Corporation. Any miember of the
Committee . may, subject to the approval of the Chair of the Board -retain an outside
advisor at the expense of the Corporation. .. .-+ & AT

Evaluation — The Committee will conduct, in conjunction with the. Corporate

.- Governance and Nominating Comrnittee, and piesent to the Board an annual evaluation

of the performance of the Committee and the adequacy. of these terms of reference and
recommend any proposed change to the Board for approval e

AR

Other Matters —. The Comumittee.. will. .conduct.. revrews and,: where. appropnate
recommend aetnon by the Board on: o

" B R Y O |
[ IR M I L

(ii) regular reports on outstandmg lrtlgatlon that could have a materlal effect on the
Corporatlon

(iii) an annual certificate of the CEQ attesting that senior management of the Corporation
have received and agreed to be bound. by -the Corporation’s Code of Business
Conduct and as to compliance with the Code;

(iv) an annual report on officers’ expenses; Y
(v) an annuai report oh"eoosultihg and legal fees paid by the Corporation; and '

vi) an annual-report on the Corporation’s insurance coverage and.costs.;
p p £
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Exemption No. 82-34837

FraserPapers
MANAGEMENT'S DISCUSSION AND ANALYSIS - --RE’JE‘53 ED
Apnl3d 2080 Lo My o A G ug
ThlS Managemems Drscusswn and Analysrs (“MD&A”) should be read in -eon_]unctron'wuhd The T LR A

accompanying unaudited interim consolidated financial statements and notes thereto for the period endéd! £ Fliin K 5
March 29, 2008, as well as- the Management's. Discussion -and Analysis and the audited ﬁnancral
statements for the year ended December 31, 2007: In this MD&A, “Fraser Papers™, “we”, “our” and *
mean Fraser Papers Inc. and all of its subsidiaries :while “Company” means Fraser' Papers Inc. as a
separate corporation. “Brookfield” means Brookfield Asset Management Inc. (a related-party by virtue of
a controlling equity interest in the Company) and all of its subsuhanes Brookﬁeld owns' approxrmatcly
70.5% of all outstanding common shares ‘cf the Company. R - N

EBITDA, net debt, net debt to net debt plus equity, and cash costs are non-GAAP measures described in
the Definitions section, Non-GAAP mieasures do not Rave any standardized meaning prescribed by GAAP
and are therefore unlikely to be comparable to similar measures presented by.other companies. There are
no directly comparable GAAP measures to any of these measures. A quantitative r?concdzanon of each
non-GAAP measure 1o the nearest comparable GAAP. measure is -provided . at the end -of this
Management's Discussion and Analysis. All financial references are in U.S. dollars unless otherwise
noted.

| o | STRATEGY o L

*Our business strategy contimes to be: ' o o

. Focusing on value-added products, with an emphasis toward specialty applications for
packaging, printing and groundwood paper grades; o

. Providing superior customer service and. technical support while delivering, ;hrgh quahty
specialty papers; . L o Y e

. Continuing innovation and development of new products to support ongomg grthh ‘of our
business; oo . . RCA Bt

. Achlevmg operating excellence that surpasses:-industry benchmarks for%efﬁcrency, energy

v

. _’consumptron and fibre costs at all our facilities; afd

oo R A S ¢

A U - ...'-?t-“ N

' ' 'Mamtammg a culture fotused on execution and performance L G e ara m
In addition to these key strateglc initiatives, Fraser Papers will continile to look for opportunmes 10'grow
its specialty papcr franchise opportunistically, based on value. The Company has’ significantly narrowed
its operatlonal focus in recent years such that future growth can be specrﬁcally targeted to Fraser Papers’
core business.

Value-added Products ~ : Co : B R AR
Fraser Papers competes in specific market’ segments where we can utrllze our capablllty m the
manufacture of lightweight freesheet and groundwood papers for a number of specralty apphcatlons Our
focus is on select printing and consumer packaging applications. Typically, these discrete market
segments are small relative to the broader North American commodity markets and are a good match for
our paper machine capabilities and capacities. The particular markets that we are focused on are generally
between 50,000 to 1,000,000 tons in size and provide Fraser Papers with the opportunity to have an
influential market share. Approximately 80% of our annual production is in these markets today. Over
time, we seck to grow the volume of business we have in these core paper markets where we feel we can
achieve the best margins. These market segments involve food and other consumer packaging paper
grades, financial printing and other lightweight freesheet papers, and specialty high-bright groundwood
papers.

Fraser Papers Inc,
2008 First Quarter Resulis 5




FraserPapers

To better serve our customer needs, Fraser Papers has the technical capability to produce high quality
printing papers as a freesheet or a groundwood product. This enables us to capture additional value from
our product offerings"and also increases the value that our customers receive by using Fraser Papers
products. In addition, Fraser Papers’ technical support team is regularly in our customers’ manufacturmg
locations, often helping our customers to resolve issues unrelated to the paper we sell them. Fraser
Papers’ technical support team has worked closely with a number of packaging customers during the

quarter to assist them in areas such as improving converting efficiency with a new packaging design and

increasing. customer production rates to help the customer improve overall performance. In one instance,

-Fraser Papers worked closely with a customer to resolve problems relating to glue and adhesion that were: -

unrelated to our paper.
A .o U

. \ .
TR ] v L o0

Innovation B R
Product development continues to be an important component of the Company’s marketing initiatives.
Our strategy is to focus on products that bring value from the service and technical features that
differentiate us from our competition. We are developing new products in the label and food service
markets as well as new technologies for use in our operations in areas of fibre development and refining.
During the first quarter, the Company developed nine new specialty products for applications in the
packaging, financial printing, converting and consumer goods market segments. We achieved our goal cf

continually developing new products as approximately 19% of the volume in the first quarter represents-

products that were developed in the past 24 months.

Improved Operating Performance
The manufacture of pulp and paper is a capital intensive business requiring significant investment in large
machinery and equipment, It is imperative that these assets perform consistently at a high level in order to
ensure the lowest possible cost position, To this end, we have undertaken a number of initiatives that will
lewer our operatmg costs. [n response to the rapid escalation of 011 costs, two projects focused on energy
were announced last year. ‘ e e b

e .

. An oil-fired boiler and. turbine in the Edmundston, New Brunswick pulp mill, which was
tradltlonally used ‘in the winter, was shut in 2007. In'the first quarter, oil consumption at
Edmundston was lowcr by 2.1 mllllon gallons compared to the first quarter of 2007 representmg

- a savings of $3.9'miilion.” "~ v

. A heat recovery system was installed and commissioned at the end of the first quarter at the
Thurso, Quebec pulp mill. The heat ‘exchanger is cxpected to reduce the mill’s fossil fuel use by
approxlmately 10% and reduce greenhouse gas emissions with estrmated annual savmgs of $1.4

_rmlllon Tbe systcm is currently meetmg expectatlons R :

Over thc past two years, we heavily-invésted in our sulphtte pulp mill in Edmundston, New Brunswick

Supporting-oiir objective 'of reducing fibre costs'by maximizing internal puip production and displacing

purchased pulp fibre. During the first quarter; the 'internal pulp production at Edmunidston improved to

design levels; producing up to 740 tons per day'on a sustainied basis. However, raw material shortages and
other opcratronal difficulties contributed to'intermittent downtime, resulting in average dall) production

for the quarter whtch was sllghtly lower thar. the first quarter of 2007

'
e ! [T 1

Fraser Papers 1mprovement initiatives focus on the year-over-yéar 1mprovements in EBITDA assuming
constant selling prices, exchange rates and commodity prices. Through focusing on things we can control,
Fraser Papers’ operating performance improved generating EBITDA improvements of $3.5 million in the
first quarter-of 2008, when compared to the first quarter of 2007.-The cost reduction improvements were
derived primarily from improved energy usage, labour and benefit costs due to restructuring and chemical
and fibre usage efficiencies. Sales and production volumes were negative compared to the first quarter of
2007 due to the closure of two paper machines during 2007 and the market downtime associated with the
sawmills.

Fraser Papers Inc.
2008 First Quarter Results 6



FraserPapers

g3 T ‘ , . 2008 YTD Margin
PRETAKUSSMALIORS : R lmprovements
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These initiatives served to only partially offset significant cost pressures from fibre, energy and chemical
pricing and Canadian / US foreign exchange, which totaled $21.6 million in the first quarter -of, 2008
compared to the first quarter of 2007, |
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Canadian / US Foreign Exchange T N T T T e .. .(11.5)
Total $ (21.6)
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Recapitalization - 1 =0 .. on e T AT soow

The Company maintains a consetvative net debt to net: debt plus equity ratio'while’ marntammg adequatc
liquidity to achieve its busines$ plans. Dunng the-first' quarter, the Company issued 20,656,913 commbn
shares urider a rights offering for net proceeds of $59.7 million. The proceeds from'the' offenng were uséd
to repay outstanding debt, mcludmg $50.0 million which was due on January 31, 2008. = ». "wonrs

1

Subsequent to the end of the quarter the Company amended 1ts revolvmg credlt fac:llty to mc ease the
maximum. borrowmgs under the facnlnty to $115 0 n;ulllqn and extend the term. of the, 'faelllty through
Apnl 2011. The increased borrowmg capamty ‘will prov1de the Company wrth the lzlqu;dltyrlt needs to
execute its 2008 busrness plan

b L“ RPN SRR Fiell VU LA S N NI S

OVER\(IEW e s T

BT L B I S SR : i s -t by, r\‘1 TR
Fraser Papers is executing a comprehenswe tumaround of 1ts finangial , and operatmg aﬂ'arrs The
Company continued its focus on operational 1mprovement 1mplemented a number of energy efficiency
initiatives and took downtime at its sawmills in an effort to reduce: costs.-Despite ;these initiatives to
improve the Company’s.performance, higher. fibre and energy costs, weak, Jumber mgrkets and the strong
Canadran dollar led to-negative EBITDA in the quarter., Continued weak housing markets have depressed
demand for lumbeg.and. other bulldmg products. Our, ;Lumber operations; which .are integrated with .our
core Pulp and Paper operations in order .to provide:a secure supply, of wood chips.and biomass fuel,
operated at only 35% of capacrty and continue.to generate negative results..Under current market
conditions, many sawmills in the Northeast are shut, reducmg the available supply of woodchips and
puttmg upward pressure on;the price of this key mput C e . Cef e

i

iy ot g -'- i e SRRl T '; Y

Fraser Papcrs contmues to focus on achlevmg better performance .across,.all - operations mcludmg
throughput, process efﬁcrencrcs and the lowest possible cost structure in order to,produce paper that we
can sell profitably into growmg markct segments. ... o . - :

Fraser Papers Inc.
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Three months ended

Mar 29 Dec 31 "~ Mar 31

2008 2007 2007
Paper operations T Ce .
EBITDA™® Ussmiliion) 6.8 (7.6) 32
Less: Impact of outages . " — (35 - .
Adjusted EBITDA® 6.8 4.1 32
Adjusted EBITDA Margm & per ton) (45) (26) oo 21
Adjusted Average Cash Cost™ (s per ton) ) 1,003 963 906
Pulp operations ‘
EBITDA™" (Us$million) 0.9) (3.7 16
" Less: Impact of outages, — (5.0 R
Adjusted EBITDA® - 0.9) 13 ) 1.6
‘Adjusted EBITDA Margin (s per tonne) , I ¢ ¢ - 24 - - 29
Adjusted Average Cash Cost™ ($ per tonne) o ' 595 o565 496
Lumber operations , - , .
EBITDA (US$million) T ' " 4.2) (6.0) (6.8)
EBITDA Margin ($ per Mfbm) o ) ) (93) (90) . ~(96)
Average Cash Cost'" (s per Mtbm) ! C 299 356~ 376
) Sée “Definitions” section. ‘ : C ‘
(2y * - Adjusted EBITDA has been adjusted for outages. : ! . : “r
3) Prior quarter’s EBITDA adjusted for accounting change related to mventory See* ('hanges in Accountmg Po]ncy’

Fraser Papers generated an: EBITDA loss of $11.9 million in the first quarter of 2008.

Paper operations in the first quarter of 2008 generated an EBITDA loss of $6 8 million. The adjusted
EBITDA loss for Paper operations in ‘the fourth quarter of 2007, excludmg the 1mpact of a major
maintenance outage, was $4.1 million. The impact of higher fibre, chemical and oil pricing more than
offset the 1mproved paper pricing for the quarter L .
For Paper operations, the EBITDA in the first quarter of 2008 was a decline of $10.0 million compared to
the, first quarter..of 2007. Paper pricing, for specialty packaging,,specialty printing and commodity
freesheet grades 1ncrea°ed 3% over the first quarter of 2907, but was offset by mcreaseq cash cost due to
purchased fibre and energy prlcmg ar'd the str\.ng*h of the Canadian dollar which have more than offset
the benefit of these paper price increases. .

Pulp operations in the first quarter of 2008 generated a negative EBITDA of $0.9 million. This compareé
to an adjusted EBITDA, excluding the impact of a major maintenance outage, in the fourth quarter of
2007 of §1.3 million, On this basis, EBITDA dechned by $2.2 million compared to the fourth quarter of
2007 reﬂectmg hlgher energy and fibre costs. Pulp markets 1mproved during the quarter with the average
realized revenue increasing 2%.

Pulp operations” EBITDA in the first quarter of 2008 has declined by $2.5 million over the EBITDA of
the, first quarter of 2007 reflecting the effect of the strong Canadlan dollar and energy pricing partially
offset by an: merease in benchmark pricing of $107 per tonne The Canadian dollar increased from
US$O 85 in ‘the first quarter of 2007 to US$0.98 in the first quarter of 2008 (including the effect of cash
ﬂow hedgmg activities, see “Hedgmg Activities’ ) while benchmark pncmg for oil increased by 73% from
$60 per barrel to $104 per barrel.

Lumber operations’ EBITDA loss of $4.2 million improved by $1.8 million compared to the fourth
quarter of 2007 as a result of reduced costs with the temporary closure of the New Brunswick sawmills
and the Ashland, Maine sawmill. The lumber market continues to be poor due to weak demand and has
deteriorated since the first quarter of 2007 with benchmark pricing down 14% or $45 per Mfbm.

Fraser Papers Inc.
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SUMMARY OF QUARTERLY RESULTS

. Earnings/(Loss) per
e share (basic and
USSMILLIONS, EXCEPT PER SHARE AMOUNTS ' Net Sales Earnings/(Loss) . dituted)
2008 ‘ . e,
1" Quarter +- ° S 180.7 $ (s ... - . $ (049
2007 . - - T
4" Quarter " 186.3 e, L (0.69)
3¢ Quarter ¥ . . 172.3 . 247 ... 084
2™ Quarter " 181.7 (37.6) (1.28)
1* Quarter 174.4 (5.9) . (0.34)
2006 . e
4" Quarter ' 187.2 (1) 7 (0.40)
3™ Quarter - Rt 185.1 6n . . (021
2" Quarter 207.7 (18.3) U (0.61)
(4] Pnorquarters EBITDA adjusted f‘oraccounung change related to inventory. See “Changes in Accounung Pohcy".’.' 7

FINANCIAL RESULTS

Net sales for the first quarter of 2008 were $180.7 million, as compared to $186.3 million in the fourth
yuarter of 2007. The decrease was due to higher sales volumes for paper in the fourth.quarter as we
started to ship ahead of the financial printing season and reduced lumber shlpments as a result of market
conditions partially offset by improved paper and pulp pricing.

Losses for the first quarter 6f 2008 were $19.1 million compared to a loss of $20.4 million in the fourth
quarter of 2007. The fourth quarter resuits included $8.5 million related to the negative 1mpact of the
outages at the Edmundston co- generatnon facility and the Thurso pulp mnl

.
L)

Net sales for the first quarter of 2008 weré $180.7 million, as compared to $174.4 millién in'the’ first
quarter of 2007. The increase was a result of improved pulp and paper pricing offset by’ reduced lumber
sales during the quarter -
. e LAS

Losses for the first quarter of 2008 were $19. 1 mllllon ds compared to'a loss of $9. J million‘in the first
quarter of 2007 The decrease in earnmgs of $9.2 million was mainly due to thé :.trength of the Canadlan
dollar and increased pricitig for energy ‘and chemicals 'of $19.6 million partly offsét by’ 1mprdvements in
revenue realizations and fibre pricing, fibre and chemical utilization and other margin improvenients of
$9.5 million.
In the first ‘quarter, Fraser Papers generated an EBITDA loss of $11.9 million, an“improvement of $5.4
miliion from the fourth quarter of 2007 EBITDA loss of $17.3 million. The fourth qiarter included $5.0
million-for the Thurso annual maintenance outage and $3.5 million* for the Edmundston co- generauon
facility annual outage. e

Realized paper prices improved by $44 per ton compared to the fourth quarter as lrnarkets 1‘mpro'ved for
freesheet and groundwood grades. Prices for Fraser Papers™ northern bleached” hardwood ‘kraft’ pulp
(“NBHK”) increased by $12 per tonne ‘dut to lmproved market conditions. Lumber- prlces declmed
$22/bem during the quarter as a result of continued poor market conditions. ‘Cost pressures in all of-our
operations continued as the combined effect of higher fibre, energy’and chemical costs* resulted in an
estimated $5.0 million increase in costs, as compared to the fourth quarter of 2007: See 'discussion in
“Business Segments”.

Depreciation expense was $7. 4 million' in the quarter as compared to $7 9 mllhon in Lhe comparable

period in 2007.
1
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CHANGES IN ACCOUNTING POLICIES. '

©On January 1 2008, the Company adopted new recommendat1ons of the Canadian Instttute of Chartered
Accountants (“CICA”) related to. inventories. Under. the new recommendattons sparc parts mventory,
which Has a useful life of more than one year must be claSSIﬁed as;a long -lived asset and amortized over,
its estimated useful life. Previously, Fraser Papers classified certain of these spare parts as inventory and
charged them to operations when put in use, The change in policy has been applied retroactively. As a
result the Company has reversed certain dmiounts charged'to operations prior to January 1, 2007 and
reclassified certain inventory.items to property, plant and equipment on the consolidated balance sheets.”
These adjustments resulted in an increase to property, plant and equipment of $3.2 million, a decrease in.
inventories of $0.7 million, an increase in future income taxes liabilities of $0.4 million and a decrease in
opening deficit as at January 1, 2007 of $2.1 million. In addition, the Company has restated its 2007
results of operations in order to reflect this change in policy. These adjustments resulted in a decrease in
the consolidated loss of $0.3 million and $0.2 million for 2008 and 2007 respecttvely compared to if the

Company had not changcd its pollcy
] _;l b . B v Lo . .

2] )

LIQUIDITY AND CAPITAL RESOURCES

Operatmg and investing cash flows . e :
During the quarter, cash flow from operations after changes in working capital was an outflow of $ll 5
million compared to an outflow of $26.2 million during the same quarter of 2007. During the first quarter,
Fraser Papers decreased working capital by $1.8 million compared to an increase in working capital of
$19.0 million in the first quarter of 2007. Most of the Company’s sawmill capacity was closed during the
quarter significantly reducing log inventory requirements. Paper finished goods inventory remained flat
during the quarter- compared to an inventory build during the’ first quarter of 2007 in support of an
expected increase in specialty printing and writing sales volumes. In 2008, the Company anticipatés
achtevmg efficiencies which will allow for a’reduction in paper inventoties through the'end of the year.

i

Operattng cash ﬂow before changes in workmg capital declmed by $6.1 million compared to the first
quarter of 2007 primarily as a result of lower EBITDA. The Company’s ability to generate positive future
cash flow is dependent upon many factors, some of which are beyond the control of the Companv As
such. the Company continues to focus on injtiatives to reduce’ costs by reducing fixed costs, improving
efficicricies and optimizing the us€ of raw materidls. The Company believes these initiatives will position
Fraser Papers to benefit when costs return to historic levels.resulting in improved operating cash flows.

Net Debt and Capital Resources

During the quarter, Fraser Papers completed a rights offering (the “Offering™) under which the Company
granted its existing shareholders the right to purchase 20,656,913 shares at a purchase price of CADS2.90
per share. The Company rccewed $59 7 million in proceeds under the Offenng and repaid mdebtedness
including $50.0 million i in temporary. ﬁnancmg that was due January 31, 2008.

Subsequent to end of the quarter, the Company increased the maximum borrowings under its revolving
credit facility with its current lender from $90.0 million to $115.0 million. The term of the amended credit
fac111ty was extended to April 2011. Borrowmgs under the facnhty will continue to be secured by a first
charge against accounts receivable ‘and inventory, The increase in maximum borrowmgs was ,supported
by Brookficld who has prowded a guarantee for up to $25.0 million in borrowings under the facility. As
security for this guarantee, Fraser Papers has provided Brookfield with a fixed charge on certain of Fraser
Papers’ property, plant and equipment. ! _ Ly
Total borrowmgs under the’ credlt facnltty at March 29 2008 were $34.8 miilion. In addition, the ’
Company had utilized $43.1 mtlhon of the facility in support of letters of credit. After giving effect to the

increase in the credit facility to $115.0 million, maximum borrowings available under the amended credit

facility were $37.1 million.

Fraser Papers Inc.
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Net debt including bank indebtedness as of March 29, 2008 was $41.1 million, resulting in a net debt to
net debt plus equity ratio of 11%. The Company regularly meets with third party institutions to discuss
additional'financing opportumtles The Company belleves that its conservattve caplta] str‘ucture increased’
borr0w1ng capacity ‘under 'the amended credit- facﬂtty and’ "possible’ future sources_of capital provtde
adequate llquldlty for the Company to complete 1ts 2008 busmess plans g

""" ,.N:v‘.-' T IR RS S RO

e e 7 CAPITAL | INVESTMENTS "7 50

For the quarter, capttal mvestments totaled'$3.4 million compared to $3 6 mtllron in the ﬁrst quarter of
2007::Capital investments in-the first quarter were targeted towards’ mamtenance of pmperty, plant’ and
equ]pmcnt L ‘r,.- fe O L e L L (O T

} . N - LR .o T
' i f: FTTRI I THRPIR R B4 RPN LATE

: ’EMPLOYEE BENEFIT PLANS

.......

Employee beneﬁt plans fundlng was $4 8 mtlhon in the first quarter of 2008 a decrease of $l 7 rmlllon
from the comparable period in 2007. The decreased funding is due to a lower fundmg requlrement for
certain of the plans and a better overall funded pOSlthIl
S v' "‘."r' !|l -\fy T * A 'l,:p

Benefit pla.n expense for the quarter was $4.1 rmlllon as compared to $2.6 million in the comparable
quarter in 2007. The increase is due to a settlement expense of $1.3 million related to the partial wind-up
ofa pensmn plan related to the sale of our timberlands in: 2006 R A

, B s BN CEPR e B P i .. ot }-E:U'»

CONTRACTUAL OBLIGATIONS

RIS iy

The following tabletpresent., the total contractual obhgatrons for which cash ﬂows _are. ﬁxed \or
determinable as of March 29, 2008:

e T T Legg'than v U -Oneto ' Fourto - Aftérfive
USSMILLIONS Total one year  three years five vears years
Debt - ! Sl 8 348 v § . — i §9348 0 oaw § o= v ou§roe
Operating leases - Cetnoxmn oo 08 N STLE0S e s U 030 R AN
Purchase obligations : SOV T /99 M 00 eI e e R A0 —
Total contractual obligations -~ """ *§ "455- ~ ' - §10:47 » -§735p 0 guAAn YL ¢ g
. . [ R R T e e A, e IR o

Obligations under operating leases include futire ‘paynents for office faciliti¢s'and eqlipment leases. The
purchase obligations are commitments for the purchase of energy and raw materials,

RRTTRY TN FIFURERR RN

Brookfield has provrded a guarantee to Fraser Papers lenders im support of:Fraser Papers credlt facility.
The mammum amount of the’ guarantee is $25.0 million. Fraser Papers has' provided Brookfield with a
guarantee that it ‘will repay ' Brookfield* any amounts pald by Brookﬁefd to’ Fraser Papers lenders As
security, Fraser Papers has provrded Brookfield with a fixed charge on"cértain of Frasér Papers property,
plant and equlpment _ o, ) )

I A AT IS AT 7;‘:‘:~r. el t
Norbord Ific. (the ‘former parent company of Fraser Papers) has provrded“ guarantees for certatn
obligations' of Fraser Papers under a financial comm1tments agreement 'At March'29, 2008, the'maximum
potential amount of the obligatioris guaranteed was estlmated to be '53:8° rm]llon These gUarantees have
not been mcluded in'the table above. . "' A : R o o vt b e

. A . . R - - + P . . I P
PPN 2 - R N i o 1T FEELPA O e e e T

Fraser Papers has been given approvals to temporarily transfer its Créwn cutting rights and right$ under a
fibre supply agreement with Acadian to a third party. While the third party has agreed to pay the full costs
associated with these transférs, the Company retains the legal obhgatron to pay ‘the Province of New
Brunswick or Acadian should the third' party not honour its obligation. At March 29 2008 the maxlmum
potential amount of the obllgatlon is $0.7 million.”

Fraser Papers Inc.
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HEDGING ACTIVITIES

From time to time, Fraser Papers will enter into arrangements to fix the future price for cenam products
or to fix the exchange rate on-certain of its Canadian dollar-denominated cash flows.

The Company enters mto forward contracts to fix the exchange rate on its Canadlan dollar—denommated
net liabilities and certaln Canadlan dollar-dcnommatcd cash flows.

As of March 29, 2008, the Company had CAD$33 5 million in foreign exchange contracts outstandmg as
fair value hedges against certain Canadian dollar-denominated net monetary liabilitics. During the
quarter, the Company realized $0.6- million of losses on these contracts and at March 29, 2008, the
unrealized losses on these contracts amounted to $0.3 million. :

As of March 29, 2008, the Company had $63.8 million in net forward foreign exchange contracts
outstanding as a hedge against future net Canadian dollar cash flows. These contracts have varying
maturity dates in 2008 During the quarter the Company realized $1.6 million of gains related to foreign
exchange contracts. At March 29, 2008, the unrealized gains on outstanding contracts amounted to $0.4
million. After giving effect to the gains on these hedges, the average realized exchange rate during the
quarter was C$1.00 = US$0.98 compared to publlshed average rate of C$1 00 US$1.00.

Realized and unrealized gains or losses on Canadian dollar-denominated net liabilities hedges and
realized gains or losses on cash flow hedges are recorded in the Consolidated Statemerts of Operations
and Deficit, in the same manner as the realized and unrealized gains or losses on the net’monetary
liabilities and realized gains or losses on cash flows being hedged. Unrealized gains or losses on cash
flow hedges are recorded in Consolidated Statements of Other Comprehenmve Income until such time
that the Canadian dollar-denominated cash flows being kedged are realized. * SR

OPERATING RESULTS

Fraser Papers operates one business segment comprised of 11 papef’ machines at two locations, ‘one
market pulp facility, two internal pulp facilities and four sawmills.

Products include Pap"er (including spécialty packaging and printing papers, commodity freesheet papers,
specialty high-bright groundwood “papefs, commiodity’ groundwood papers and towel), as well as
hardwood pulp (Pulp) and softwood lumber (Lumber) : ' IR

Fraser Papers Inc.
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Paper Operations S

The Company owns and operates a paper m111 in Gorham New Hampshire and an mtegrated pulp and
paper facility in Edmundston, New Brunswu:k / Madawaska Maine (East Papers)

Three months ended

Mar29. Dec, 31 Mar 31
‘2008 T 2007 2007
Sales (US$miltions) 148.6 1476 1419
EB[TDA (USSmuhons) e e e (68 ¢ (7.6) - 32
. . Gt ot et L . '
EBITDA ($perton) o A . @5 - (48) 21
EBITDA margin®" . L (B%) . . (5%) L 2%
Shipments (000 tons) o <, . o o w o ”
Specialty packaging ) S o ; 23 coee - 190 o 18
Specialty printing .. = .. L ey e .51 e ST 69
Commodity freesheet papers o, PR 18, . 17 o
Specialty high-bright g'roundwood‘ oo 33 2 - 25
Commodity groundwood o o 17 ; 28 ’ 17
Towel R RN 10 " 11 G
152 158 149
Average Revenue Realized (§ per ton) LA . C '
- Specialty packaging - - . ST 1,173 1,141 1,162
Specialty printing - Lo e . 1,027 - 995: 986
- Commodity freesheet papers . Lo , 867 874 863
Specialty high-bright groundwood L 864 o 852 .. 871
Commodity groundwood 843 727 750
Towel 841 842 772
Weighted Average ($ per ton) - S 962, 918 938
ol A ey L ' e
Average Cash Operating Cost ($ per jon) ol e 1 003 . 985 . .. 906
Reference Prices (§ per ton)® ' I T o o e ‘
50# offset rolls | . 860 . 853 827
22.1# white directory B Ay . T Sy £ || - 740
(1) - EBITDA Mdrgn is EBITDA as @ percentage of Sales, + ‘ #//halle * o LR T PR A s
(2) Reference prices are from RISI, Inc. (“RISI”). R
3 Prior quarter’s EBITDA adjusted for accounting change related to mventory Scc Changcs in Accuunung Po::cy‘

Market conditions continue to improve for specialty packaging, specialty printing and specialty
groundwood grades. Average benchmark pricing for commodity uncoated freesheet (50# offset rolls)
increased by 1% or $7 per ton over the previous quarter and 4% or $33 per ton over the same quarter in
2007.

Fraser Papers’ strategy is to target market segments where the Company can achieve a meaningful or
leadership position and where we can match our technical competencies with the demand for lightweight
freesheet papers. In the first quarter of 2008, Fraser Papers had approximately 80% of its freesheet paper
sales that fit this description, and the strategy is to transition the balance into new or existing specialty
packaging or printing segments,

Specialty packaging products are typically used for food applications and utilize both stain resistant and
non-stain resistant packaging papers. Fraser Papers has the ability to meet narrow technical standards for
applications such as pet food bags and dry mix consumer pouches and bags. Packaging volumes increased
by 4,000 tons compared to the fourth quarter of 2007 due to increased demand for pet food bags.
Specialty packaging pricing in the first quarter of 2008 increased by $32 per ton compared to the fourth
quarter of 2007.

Fraser Papers inc.
2008 First Quarer Results 13




FraserPapers

Specialty printing papers include uncoated freesheet products that are characterized by narrow: technical

specifications and niche applications including labelling and thermal point-of-sale receipts as well as -

lightweight opaque grades for financial printing applications. Fraser Papers’ specialty prmtmg papers
shipment volumes, decreased by 6,000 tons compared to the fourth quarter of 2007. Certain uncoated
freesheet applications have switched to groundwood containing papers in response to increased selling
prices. Fraser Papers’ technical capabilities have allowed us to assist our customer base in this transition.
Specialty printing shipments were lower than the first quarter of 2007 as a result of the permanent closure
of two paper machines and the migration of financial printing papers from freesheet to Fraser Papérs’
specialty high brtght groundwood

o
In the first quarter, the volume for commodlty freesheet increased slightly by 1,000 tons from the fourth
quarter of 2007. Fraser Papers continues to narrow its focus towards higher margin specralty packaging
and printing paper products in strategic markets.
Specialty high-bright groundwood papers include products that are used for financial printing and other
_ applications where a high performance and superior print quality are required. Compared to the fourth
quarter of 2007, Fraser Papers’ shipments of specialty groundwood products increased 7,000 tons and
average revenue realized increased $12 per ton. : et

Compared with the fourth quarter of 2007 Fraser Papers shtpments of commodity groundwood products )

decreased 11,000 tons as we increased the volumes of specialty high-bright groundwood grades.

Three months ended March 29, 2008 compared to three months ended December 31, 2007

The Paper operations generated negative EBITDA of $6.8 ‘million in the first quarter on sales of $148.6°

million. This compares to a negative EBITDA of $7.6 million in thé fourth quarter of 2007 on sales of

$147.6 million. The fourth quarter of 2007 mcluded a charge of $3.5 rmllton for a planned co-generation

fac1hty outage in Edmundston. " . :

The Paper operattons generated negative EBITDA in the ﬁrst quarter of $6.8 millien compared to
negative adjusted EBITDA, adjusting for the effects of the outage, of $4.1 million in the fourth quarter of
2007. Selling prices improved by $44 per.ton as the Company implemented a number of price increases in
the quarter. Unfortunately, these price tncreases were more than offset by mcreased costs for energy, fibre
and chemtcals, T

P n Telaettr o

Three month.s ended Marck 29 4008 r.ompared to three monm.r ended March 31, 2007

The Paper operattons generated negattve EBITDA of $6. 8 million i in the first quarter on sales of $148. 6
million. This compares to an EBITDA of $3.2 million in the first quarter of 2007 on sales of $141.9
million. Higher selling prices and improved volumes contributed to improved sales. These improvements
were more than offset by increased costs for fibre, energy, and the effect of the stronger. Canadtan dollar.
The Canadian dollar realized in the first quarter of 2008 was US$0.98 (after giving effect to the
Company’s hedging program) compared to the realized US$0.85 jn the first quarter of 2007, ..

PIE ‘ ’ - v v 1
ot g . . v,
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Pulp Operations
The Company owns and operates a NBHK market pulp mlll in Thurso, Quebec-
A T AT P LR A SLEE A e il
A B T *Three monihs ended I
‘ o e ra PHR LT e e s i D Mar 29 e AT D Dee 3 Mar 31
T B T bow Tneond ‘--'.‘100'8\”:: vate baveg007 - L2007
Sales (USSmilliong) =" - .0 i T s e e L 20 e v .. 0 208 - oL 12.3°
EBITDA (USSmillions)*.: ;% .~ o e 0 (09): e . (3. 7) REERNEI 1Y
- PR SO e
Pulp EBITDA ($ per tonne) a15) (67) ’ 29
EBITDA Margin” . o @%) U8 3%,
- e ' R el i e lou LR L CPRN S
Shipments (000 tonnes)® Y 7 S R -
I [FR oL TRLLTY Ly e nie
Average Revenue Rea,lized (S per wnnc)(z) \ , 594 . 582 544
: Lo B A F1 % R S L SPIN PR TATRE A% FT T LR S U LR L
Average Cash Operatmg Costs (S pcrtonnc) oo Tt 595 * -i_i" 656 . 496
Reference Price ($ per tonne)m ' N T
NBHK market pulp 797 768 690
(1), . EBITDA Margin is EBITDA as a percentage of Sales. . I 5 sy
2 Pulp volumes and average revenucs realized include internal sftles. ’ '
3 Reference prices are from RISI's Pulp'and Paper Weekly, ~ '

Market conditions continued to:improve in the NBHK :pulp market with'average benchmark pricing rising

by 4%, or $29 per tonne over.the, fourth quarter of 2007 -to $797 per, tonne. This, is an 1mprovement of

16% or $107 per-tonne compared to the ﬁrst quarter of 2007 in the average benchmdrk pncmg ;--
T ’ll .. i

Fraser Papers directs a portron of 1ts market pulp for 1ntcmal use. The Company also purchascs pu]p from

third parties to supplement internal production. With lmproved internal pulp production ‘in the f'nst

quarter the Company s net pulp purchases amounted to 9, 000 tonnes in the quarter. = 7 e T

T I S P S N 1 S 4 B M

Three months ended March 29 2008 cempared to lhree monthis' ended December 3 }‘ '2007

The Pulp operatlons generated negatwe EBITDA of $0 9 mlllan in the ﬁrst quartcr of 2008 on, sales of
$21.7 million. This was a $2.8 million EBITDA improvement from the previous quarter when thie pulp
operations generated negative EBITDA of $3.7 million on $20.8 million of sales as the Company took its
annual maintenance outage at a cost ‘of $5.0 mllllon After ad]ustmg for the” outage the deterioration in
results was due to hlgher fibre 011 and chemrcal pnccs partly oﬁ'set by Jrnprﬂved selling prices. '
T ETER N [
Shipriients incréased by 13% in the lﬁrst qua.rti:r of 2008 due to the annual maintenance outage in thc
fourthquarterof2007 I-" S : o SEIE TN R
" L ~".1 I I N T Cen

Three months ended March 29, 2008 compdred to three months endeéd March'3 !, 2007

The Pulp operations generated negative EBITDA of $0.9 million in the first quarter of 2008 on sales of
$21.7 million. This was a $2.5 million decrease in EBITDA from the previous year’s quarter when the
Pulp operations generated EBITDA of $1.6 million on $12.3 million of sales. The $2.5 million decrease
was primarily due to the stronger Canadian dollar partially offset by improved market conditions with a
realized revenue increase of 9%. The Canadian dollar realized in the first quarter of 2008 was US$0.98
(after giving effect to the Company’s hedging program) compared to the realized US$0.85 in the first
quarter of 2007,

Shipments increased by 13% in the first quarter of 2008 compared to the first quarter of 2007 due to
improved pulp mill productivity.
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Lumber Operations
Lumber operations are comprised of four sawmills located in Plaster Rock, New Brunswick; Juniper,
New Brunswnck Ashland, Maine and Masardrs Mame

.
AL

S

‘ : ' . “Three months ended ™
et S - . Mar29 Dec3i ™ *  Mar3l

S P e S .. 2008 2007 - - 2007
Sales (US$millions) - L T : - 104 179 - . 20.2
EBITDA (US$miltions) . . - : . @ - (6.0) . (6.8)
EBITDA (S per Mfbm) (98) (8%) (96)
EBITDA Margin® .o . . (40%) (34%) (34%)
Shipments MMfem) .. - . . . 443 68, ... T
Average Revenue Realized s p.e;l-vlfbn;). o o Coa42 " 264 © 85
Average Cash Operating Cost (S pérMfbny - S 299 - 356 376
Reference Price (§ per Mﬂéiﬁ)‘” } 7 o

Boston SPF 2X4 #2&Btr s ' ) 284 307 329
(4)) Reference prices are from Random Lengths Publication. :

@ - EBITDA Margin is FBITDA as a percentage of Sales.

Market conditions continued to be very weak for our Lumber operations dve primarily to the decline in
U.S. housing activity where annual construction starts have declined from their peak of an annualized 2.3
million in January 2006 to an annualized 0.9 million in March 2008, Average benchmark lumber prices
(Eastern Boston SPF 2X4) decreased a further 7% o1 $23 per Mfbm from the fourth quarter of 2007.

Consequently, Fraser Papers net revenue realrzed decreased 8% compared to the fourth quarter.

il

In the first quarter, the (,ompany ‘took market-relatcd downtime for 13 weeks at the Plaster Rock and
Jumpt.r sawmrll.-, and eight wecks at the: Ashland sawmiil. In the third quarter of 2007, Fraser Papers
enteréd into an agreement to secure aiterfiative woodchips for the Edmundston, New Brunswick pulp mrll

Wthﬁ enabled us to lose the Jumper sawrrull for up to t.leven mcnths. - '

Three months ended March 29, 2008 compared to three momhs ended December 31, 2007 e

The Lumber operations generated negative EBITDA of $4.2 million in the first quarter of 2008 on sales
of $10.4 million. This compares to negative EBITDA in the fcurth quarter of 2007 of $6.0 million on
sales of $17.9 million. EBITDA improved by $1.8 millicn over the fourth quarter as significant ﬁxed
costs were eliminated as a,result of the market-related downtime taken dunng the quarter.

1

T?rree mqn{hs, ended Mqrch 29, 2008 qqmpqregi to three months ended March 31, 2007

The -Lumber operations generated negative EBITDA of $4.2 million‘in-the first-quarter of 2008 on sales
of $10.4 million. This compares to negative EBITDA in the first quarter of 2007 of $6.8 million on sales:
of $20.2 million. EBITDA improved by $2.6 million over the first quarter of 2007 due to lower ﬁxed
éosts as a resul of the’ marketArelated downtime taken dunng the quarter i

et BT e i .

Shipments in the first quarter of 2008 were lower by-28 Mbem than the ﬁrst quarter of 2007 as a result
of the downtlme at the New Brunswick sawmrlls ’

i
T g T . - . . b
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CRITICAL ACCOUNTING POLICIES AND ACCOUNTING ESTIMATES

The critical accounting policies and the accounting estimates used in the preparanon of the March 29,
2008 interim financial statements aré substantially the same as the ones discloséd in the Annual Report
for the-year ended December 31, 2007, except as described in Note 2 to the interim financial statements.
The. closure of the Madawaska paper machines in 2007 and the 1rnpa1rrnent are based on significant
estimates due to the inherent uncertainty in estimating potential recoveries, closure costs and contingent
losses. These estimates may be materially different from actual future cash flows due to a variety of
factors.

RISKS AND UNCERTAINTIES o

The significant risks and uncertainties faced by Fraser Papers are substantially the same as those disclosed
in the Annual Report and the Annual Information Form for the year ended December 31, 2007.

CONTROLS AND PROCEDURES ,

Management has designed internal controls over financial reporting, or caused them to be designed under,
the supervision of the CEQ and the CFO, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of these financial stateraents in accordance with Canadian GAAP.
They have considered the need to disclose in this MD&A any change in the Company’s internal control
over financial reporting that occurred during the Company’s most recent interim period that has
materially affected, or is reasonably likely to matenally affect, the Company’s internal control and have
not 1dent1ﬁed any such changes.. . : ‘

- '.-' - FORWARD- LOOKING lNFORMATION e

This report contams forward-lookmg information and statements relatmg but not llmlted to, aﬂtl(:lpatf:d or
prospective financial performance, results of. operations, business prospects, market share,. the
effectiveness of energy initiatives in reducing oil consumption, anticipated selling prices for products, the
Company’s _liquidity position, maximum p0551ble amounts under .certain. guarantees and, Fraser Papers

strategies. Examples of such statements ,included in this document include, but are not lumted to, the
expected improvements in results followmg restructuring and other initiatives, strategic and operational
intentions and others.

. . B . . . \
. " ERYT ‘. . » .
P S o S A R L
[ -

kLI 19

Forward-looking information typically contains statements with words "sucli-as.“consider”, “anticipate”,
“believe”, “expect”, plan” “intend”, “likely”, “will”, “could”, “seek”, "estlmate” “possnble’ “foresee”,
“feel”, “can”, “contmue" ““potential” or similar words, or vanatnons ‘of* those words suggestmg future
outcomes. In addition, forward-looking statements may reﬂeet the ofrflodk on' future changes'in volumes,
prices, costs, estimated amounts and timing, of cash flows, or other expectanons or beliefs, objectwes or
assumptions about future events ‘or performance. Readers should’ be' aware ‘that these statemients are
subject to known and unknown risks, uncertainties and, other factors. that could cause actual resuits to
differ materially from those suggested by the forward-lookmg statements. . T :

LE I 11

. . e e
The srgmﬁeant risks that 1mpaet Fraser Papers busmess and future, per!fom]ance are, dlscussed in the
Annual Information Form as well as Fraser Papers’ Annual Report and other filings with Canadian
securities regulatory authoritics. The Company cautions that the list of risks and factors discussed in those
documents may not be exhaustive. Readers should consider those risks, as well as other. uncertainties. and
factors and potential events. Although Fraser Papers believes it has reasonable basis for making the
forward-looking statements included in this report, readers are cautioned not to place undue reliance on
such forward-looking information.

Fraser Papers undertakes no obligation, except as required by law, to update publicly or otherwise revise

any forward-looking information, whether as a result of new information, future events or otherwise.

Fraser Papers Inc.
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The “Outlook™ sections that follow in this document are based on the Company’s views and the actual
outcome is uncertain. ceel

..

. ouTLOOK

)

Consolidation and rationalization in the broader paper industry have contributed to_a better balance
between supply and demand fundamentals in the market. As a result, Fraser Papers experienced positive
momentum for pricing of its paper products in the first quarter. While not yet ablc to offset sighificant
increases in input costs, the Company anticipates additional price increases will be necessary 'to respond
to these increased pressures. The Company continues to closely monitor the potential impact on overall
sales volumes should the North Amencan economy slow, as expected.

.’

Markets, for the Company’s northern bleached hardwood pulp remain firm with demand from Europe and
Asia'at high levels."Recent increases in global hardwood capacity appear'to have been fuily absorbed. A -
$20 per tonne price increase was announced for April 1, 2008 and appears to have been implemented.

Lumber prices are not expected to improve materially over the balance of the year, reflecting the severe
downtum in the U.S. housing industry. Significant inventories of unsold homes continue to overhang the
market. Operation of the Company’s four sawmills will be dependent on the availability of eccnomic.
wood fibre to feed its Edmundston pulp mill and the requirement to process remammg log mventorles

During the quarter, Fraser Papers strengthened its balance sheet with $60 million in proceeds from a
rights offering to its shareholders. The issue was backstopped by Brookfield, the Company’s largest
sharcholder. Subsequent to quarter end, the Company secured a $25 million expansion and a three-year
- ektension to its credit facility.'With a longer term and increased borrowing capacity provided by the
recent financing, the Company’s management has the opportunity to focus on the key drivers of the
business namely, energy, ﬁble throughput and process efﬁc1en01es to achiéve further cost reduction at all
1ts operatlons

I

:,’j' ) ﬁ'.‘ | DEFINITIONS

As there is no generally accepted method of calculating the measures outlined below, these measures as
calculated by Frager Papers may not be comparable to similar titled measures reportéd by other
companies.
EBITDA is earnings'from continuing operations before interest, taxes, depreciation and amortization, and
restructuring charges. EBITDA is presented as a useful indicator of a company’s ability to meet debt
service and capital expenditure requirements. Fraser Papers interprets EBITDA trends as an indicator of .
relative operating performance.
L ’ {» .

Net debt is debt less cash and cash equivalents. Net debt to net debt plus equity-is provided as a useful

- indicator of a company’s financial leverage. - -

Net debt to net debt plus equity is net debt divided by the sum of net debt and shareholders’ equity. Net
debt to net debt plus equity is provided as a useful indicator of a company’s financial leverage. :

Cash costs include all cash costs of operations and exclude depreciation and amortization, Cash costs are

" presented to provide additional information about the cash generating capabilities of the Company’s
operations. This measure captures the key costs of operations and is a key performance measure that
management uses to evaluate costs at the operations.
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EBITDA
ORI Three months ended
) Mar 29 Dec 31 Mar 31
USSMILLIONS * . L s S e L, 2008 i 2007 0 oo 2007
Loss . L ey $a(A0) L i $00(20.4), 3 .59
Add: Interest expense, net . S s 07, ..o w18 S
Less: Income tax recovery ;. o . iy asin ,,(0 9) S (5.0}, ',, PR ( X))
Add: Restructuring Charges _ . we = L, 08) =
Add: Other . o = (03) T (06)
Add: Depreciation i T 2 R o R 2
EBITDA s 5 o s (11 9) s (17 3) “§.0)
S L M o™ Dy .,. ‘ IR
oy 3 : R I NET DEBT I L U - A RS LT o [
b ';’:‘ .;,- PP S TR P S R i A T As at ' 3
1 el eon coEeTL e e T et s Mar 29 i Dec3l
USIMILLIONS _ 'ts . a R LML : . 2008 -~ 2007
Long-term debt, 5 ) . § — -

Less: Cash and short term-notes
Add: Bank indebtedness. . -
Add: Borrowings under Credlt faclhty

. 63
34.8

NET DEBT

L s 411

T e

-NET DEBT TO NEfDEBT PLUS EQUITY __;’ B

)

Dec 31

Asat © s
Mar 29

USSMILLIONS SR IR T 2008 2007
Net Debt ' _ e e $ 411 .5 859
Add: Equity - . . IR A A e e N A . & 1, - S BB, L+ )
Net Debt Plus Equity e R o Pt o Tug s ) 2% 378.8
Net Debt 41.1 85.9
D1v1ded by:. Net Debt. Plus Equlty PR ok (N U LR S G L 375 0 - M. 378.8
i e ! BT LA LB T R AT e FEFE
NET DEBT-TO NET DEBT PLUS EQUITY R T I T ST Tor e 11 A],‘ .- 23%

¢ ’ I Y f

CASH COST

USSMILLIONS

" Three months ended
“Mar 29 7 Dec3l
2008 2007

Mar 31
2007

Net Sales o N
Less: EBITDA

BREE [

1807 "8 1863
i § B I 173

"‘S $ 174.4

20

CASH COST -
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rule 12945-2(D)
Exemption No. 82-34837

-’

FraserPapers
" r: .
i “ribE D
FRASER PAPERS INC. g Lig Yo =
INTERIM CONSOLIDATED BALANCE SHEETS N <8 A q .
MARCH 29, 2008 Coa I A0
- ARY 3 Y
{unaudited) ‘e Fr’ﬁ.;;f.{."j: H %’_,A, ;
As at Asat &4
USSMILLIONS Mar 29, 2008 Dec 31, 2007
Assets
Current assets:
Accounts receivable $ 962 $ 99.1
Inventory 125.1 124.2
Future income taxes 0.5 0.2
2218 223.5
Property, plant and equipment 261.9 266.2
Other assets 54.7 56.5
$ 5384 $ 546.2
Liabilities and Shareholder’s Equity
Current liabilities:
Bank indebtedness $ 6.3 § 43
Accounts payable and accrued liabilities 104.6 106.4
Current debt (note 4) o~ 81.6
1109 192.3
Long-term debt (note 4) 34.8 —
Other liabilities 54.7 56.1
Future income taxes 4.1 4.9
Sharcholders’ equity (note 7) 333.9 2929
$ 5384 $ 5462

{See accompanying noies to financial statements)
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FraserPapers

LTSRS

INTERIM CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT R

MARCH 29, 2008

e

(unaudited)
Three Months Ended -
FR I IR Mar 29 Mar 31
ussmr_uous EXCEPT PER'SHARE AMOUNTS 2008 2007
Net sales $ 180.7 $ 1744
Cost of goods sold 185.6 1721
Selling, general and- administration costs (note 5) 3 . 1.0 . - 4.3
Loss before the following: Lasoe el §:(119) - $-. (2.0)
Other R - 06
Interest income 62 03
Interest expense - ‘ _ 09 _ (L 6) _
Loss before depreciation and income taxes (12.6) )]
Depreciation {(7.4) (7.9)
Income tax recovery (note 6) 0.9 - 0.7
Loss _ .S .- $ (99)
Lioss per share (basic and fully diluted) 5044 5 (034
Weighted average number of shares (thousands) " 43,281 29 5i0
Deficit
Balance, beginning of period $(203.0) $(162.0)
Change in accounting policy (note 2) — 21
Loss (19.1) 9.9)
Balance, end of period $(222.1) $(169.8)

(See accompanying notes to financial statements)
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FraserPapers

INTERIM CONSOLIDATED.STATEMENTS OF-OTHER: COMPREHENSIVE lNCOME *

AND ACCUMULATED OTHER COMPREHENSIVE INCOME

b

MARCH 29, 2008
(unau‘ditcd) : ) )
- LR Three Months Ended
s -Mar29- . Mar3l
USSMILLIONS 2008 2007
Loss $(19.1) S (9 9)
Changes in unrealized net gains on cash flow hedges 2 et f-f_-:-'s; s 04
Changes in unrealized net gains on lumber hedges e R T L | X
Tax impact of above — (0.2)
Other comprehensive income — 0.5
Comprehensive loss v $519.1) - § (94
Accumulated other comprehensive income
Balance, beginning'of period 0.2_ . e
Transition adjustment 0.2)
Other comprehensive incoine for the period . - _. s
Balance, end of period dl Tt g 0.2 vmdzgos Q33

{See accompanying notes to financial statements)
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FRASER PAPERS INC.
INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS
DECEMBER 31, 2007

(unandited)
Three Months Ended
" Mar 29 Mat 31
USSMILLI();«:S", S B SR -+ 2008 2007
Cash provnded by (used for):
Operating Activities o _ S L o ’ f )
Loss ~ | ' ey T s T s (99)
Items not affe'éfing qésh: o R o o
Depreciation . - Lo T 14 . 7.9
Future income taxes (nole 6) ey (1.1
Employment benefit plan expense (note 5) T o < 41 2.6
Other items . , 0.1 . (0.2)
Employment beneﬁt plan ﬁmd-ng (note 5) S .  (4.8) . (6.5)
- . (13.3) (7.2)
Net change in non-cash working capital balances 1.8 (19.0)
(11.5) (26.2)
Investing Activities _ ) X ! L '
Net capital investments ' ' ' o 3.4) (3.6)
L L ' L (3.4) (3.6)
i Eaah o . . e '
Fmancmg Actwmes Lot . ‘ . .
Proceeds from rights offering (note 7) e 59.7 —_
Repaymerndt of long termidebt (note 4} - .- - S LA S (50.0) - :
Net borrowings under revolvmg Cr\,dlt faﬂnhty o R > I 12.0
R - ‘ ' ERRTE S 1. T 120
[ -rl.. P [
LT .
Increase in bank indebtedness 5 (2.0 5 (17.8)
(See accompanying notes to ﬁn'qnciql statements)
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FRASER PAPERS iINC.
NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

USSMILLIONS, EXCEFT PER SHARE AMOUNTS

"~ Note 1. - - Basis of Presentation s -

These interim consolidated financial statements have been prepared using the same accounting policies
and methods as the. consolidated financial statements of Fraser Papers for the year ended December 31,
2007, except for changes in accounting policies, which are described below. These interim consolidated
financial statements have been prepared in accordance with Canadian generally accepted accounting
principles (“GAAP”) for interim financial statements and do not contain all of the disclosures requlred for
annual financial statements. As a result, these interim consolidated financial statements should be read in
conjunction with the consolidated financial statements of Fraser Papers for the year ended December 31,
2007. These interim consolidated financial statements include any adjustments that are; in'thé opn‘non of
" "management, necessary to fairly state the results of interim periods in accordance with GAAP.-

Note 2. Changes in Accounting Policies

Effective January 1, 2008, the Company adopted new recommendations of the Canadian Institute’ of
Chartered. Accountants (CICA) under CICA Handbook Section 1533, Capital Disclosures, Section 3031,
- Inventories, Section 3862, Financial Instruments — Disclosure and Section 3863, Financial Instruments —
Presentation.
Inventories -
On January 1, 2008, Fraser Papers adopted new accounting recommendations of the CICA related to
inventories. Under the new recommendations, spare parts inventory which has a useful life of more than
" one year must be classified as a long-lived asset and amortized over its estimated useful life. Prev1ously,
Fraser Papers classified certain of these spare parts as inventory and charged them to operations when put
in use. The change in policy has been applied retroactively. As a result the Company has reversed certain
amounts charged to operations prior to January 1, 2007 and reclassified certain inventory: itemis" to
property, plant.and equipment on the consolidated balance sheets. These adjustments: resulted in an
increase to property, plant and equipment of $3.2, a decrease in inventories of $0.7; an;increase in future
. income taxes liabilities of $0.4 and a decrease in opening deficit as at January 1, 2007 0ﬁ$2 1. In addition,
- the Company has-restated its 2007 results of operations in order to reflect this change in policy. These
adjustments resulted in a decrease in the consolidated loss of $0.3 and loss per share of $0.01, on a basic
and fully diluted basis (2007 — $0.2 and nil), compared to if the Company had not changed its policy.
Additional disclosures required by the new recommendations are provided in note 3.

" Capital Disclosures ' - e

On January 1, 2008, Fraser Papers adopted new accounting recomimendations of thc CICA related to
disclosing mformatlon about how an entity manages its capital. These disclosures have been described in
note 9.

Financial Instruments

On January 1, 2008, Fraser Papers adopted new accounting recommendations of the CICA related to
disclosing information about financial instruments and risk management. Thesc disclosures have been
described in note 8.

Note 3. Inventory

During the quarter, Fraser Papers recorded a charge of $6.3 (2007 — $5.9) in the consolidated statement of
operations to reduce the carrying value of certain of its inventories to lower of original cost or net
realizable value. No reversals of prior charges were recorded in first quarter of 2007 or 2008.
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Note 4. Long-term Debt

in January 2008, the Company completed a rights offering to its shareholders (the “Offenng )\(note 7).
under which it.received net proceeds of $59.7. The proceeds were used to repay outstanding indebtedness .
including $50.0 in temporary ﬁnancmg, which was due January 31, 2008 s

Subsequent to the end of the quarter the Company amended 1ts existing revolvmg credlt facxhty to extend
the term of the facility and increase the maximum borrowmgs under the facility to $115.0. The amended
facility bears interest at market rates and is due in April 2011, Borrowings under the facility are secured
by. a first charge against.accounts recewable a.nd inventory of Fraser Papers. At March 29,. 2008, $77.9
(2007 $123.9) of the facﬂlty, was utlhzed $34.8 (2007 - $31 6) for operating bank loans and the balance
in the form of letters of credit. The effectlve interest rate on the facility was 4. 8% .at March 29, 2008-
(2007 - 63%) P S O Y O T SRR :
AP

Interest payments of $0 9 (2007 $3.0) were made on long-term debt in the ﬁrst quarter of ?008

Note 5. . Employee Benefit Costs |

During'the quarter, employee benefit expense for pensions and post retirement benefits totaled $4 1 (2007
— $2.6). The Company received- regulatory approval relatmg to a partial mnd-up .of pension plan
obligations as a result-of a disposition of timberland assets in New Brunswick in 2006 and reeorded
settlement expense of $1.3 in sellmg, general and adm1mstrat1ve costs. . oo

- e
Employee benefit plan funding amounted to $4 8 (2007 $6 5)

Note 6. - - Income Taxes

Interim income tax expeise is calculated based on-expected annual effective tax rates.

i . ) - [ P . . - .
L R AT e - C a S L. i [ . P . - . L] 1 Lt

N T ; O L Three Months Ended
" Mar29' °°  Mar3l
2008 2007
Current tax expepse . . L$" (0.1) h $ (0.4)
Future mcome tax recovery ) ) ' s ' 1,0 1.1
Income tax recovery o T , T8 09 7 8 07

Durmg the quarter no payments were made for income and income-related taxes (2007 — nil).

spoe

Note 7 Shareholders Equity .

: . o t

~AsatMar29 *© -AsatDec 31

2007 2007

Common shares—50166 789 (2007 - 29, 509 876) shares outstandlng § 5497 C8 4900
Contributed surplus | T % U 5.7
Accumutated other comprehenswemcome T l ‘ . . 02 ' 02
Deficit (222 1) (203.0)
S 3339 $ 2929

Under the Offering, 'the' Company distributed rights to existing shareholders to purchase 20,656,913
shares, at a purchase price of CAD$2.90."On January 24, 2008, the Company 1ssued 20,656,913 shares
and received net proceeds of $59.7.

During the quarter, Fraser Papers issued 1,295,000 stock-options with an exercise price of CAD33.10 to
certain officers of the Company. These options have a 10 year life and vest evenly over five years.
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Note 8. Financlal Instruments and Risk Management

Foreign Gurrency Rate Risk

Fraser Papers holds certain assets and habnhtles in'Canadian dollars and incurs a S1gmﬁcant portion of its
costs in Canadian dollars. From tifrié to timé Fraser Papers enters into forward foreign exchange contracts
to hedge the impact of foreign exchange rate changes on these assets, l1ab1ht|es and costs. Fraser Papers
does not use denvatwe ﬁnancral mstruments for speculatwe purposes ) ’ ‘
[N E . :
As at March 29, 2008 the Company had outstandmg forward foreign exch‘ahge contracts of CAD$33.5
(200/ - CAD$30 0), whlch are de51gnated as a farr valué hedge agamst certam Canadian’ dollar-
March 29, 2008 include a'realized loss of $0.6 (2007 — gam of '$0.8) on matured forward foreign
exchange contracts and an unrealized loss of $0.3 (2007 — gain of $0.1) on outstanding contracts. These
realized and untealized gains or losses are offset by reahzed and unreallzed losses or gams on the net
monetary liabilities being' hédged. ' - N ‘ S

As at March 29, 2008, the Company had forward foreign exchange contracts of $63.8 (2007 — $42.4) as a
hedge of anticipated future Canadian dollar cash outflows. These contracts have varying maturity dates in
2008. The consolidated statements of operations, for the quarter ended March 29, 2008 include a realized
gain of $1.6 (2007 — loss of.$0.2) on matured forward foreign exchange contracts. An unreahzed gain of
$0.4 (2007 — $0.1) is recorded in other.comprehensive income. These contracts effectively fix the

exchange rate at which certain future Canadian dollar-denominated cash flows will be incurred.

ST B TS |

"

Credit Risk

Fraser Papers does not have a trade receivable balance greater than $8.6 from any irdividual customer as
at March 29, 2008 (2007 — $7.9). The Company reviews.a customer’s credit rating before extending or
increasing credit and conducts regular reviews of existing customers’ credit performance. No amounts

“related 1o bad:debts were expensed in 2008 or 2007 The allowance for doubtful accounts-as at \Iarch 29,
2008 is $0. 2(2007 $0.2). ;

i Sensmwty Informatron

Fluctuations in market prices, exposes the Company to potential negative effects from markét risk, which
is composed-of changes in-currency exchange rates (currency risk), changes in interesi rates (mterest rate
nsk) and changes in the selling prices of the Company’s products (price risk). .. ...... : L

Currency Risk’ e LT A IRTAP R S NP

With production facilities in Canada a srgmﬁcant portlon of the Company 5 operatmg costs are sourced
in Canadian dollars. A one cent change in the foreign exchange rate would have 1mpacted pre-tax loss for
the quarter, before the impact of the Company’s hedging program, by $0.9.

Interest Rate Risk .

Revolving credit facilities available to the Company bear mterest at market rates and present risk as
interest rates fluctuate. A change in market rates of 100 basis points, would have impacted pre-tax loss ‘for
the quarter by $0.1. lnterest rate swaps arc an available alternative'to manage significant ﬂuctuatlons m
interest rates. : e - - -

Price Risk

Markets for some of Fraser Papers’. products are highly competitive and cyclical in nature. From time to
time, Fraser Papers enters: into- commoduy futures contracts which serveto hedge .a portion of Fraser
Papers’ future sales against changes in the selling price for these products. Fraser. Papers does not use
derivative financial instruments for speculative purposes.
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Specifically, the Company is exposed to variability in commodity prices on the sale of its paper, pulp and
lumber products. -A $25/tonne change in the. value received on the sale of paper products, would-have
impacted: pre-tax loss for the quarter by $3.8. A $25/tonne change in pulp prices would have affected pre-
tax loss for the quarter by $0.2. Pre-tax loss in the quarter. would have been impacted by $1.1 with a.
change in lumber prices of $25/Mbfm. The Company has used pulp and lumber hedges in the past to limit
its exposure to variability in commodltv pncmg and will con51der use of these derivatives when
appropriate. . Coav e T oo

For the, quarter ending March 31, 2007, Fraser .Papers had entered into lumber, futures contracts
representing 4.7 million board feet of lurcber and recognized an-unrealized gain of $0. 3 in, other
comprehenswe income. No contracts were outstanding or entered into during the quarter.

Note 9. Capital Management

FANT

The Company maintains a conservative net debt to nét debt plus equity ratio whlle maintaining adequate
liquidity to achieve its business plans. Fraser Papérs' conservatively ‘manages the term of its debt in'
consideration of the expected life of its net assets. As such, sharcholders’ equity is maintained at amounts
in excess of the carrying value of property, plant and equipment. The Company’s current net ‘debt to net
debt plus equity ratio is‘11%. In order to maintain or adjust the capital structure, the Company may,
subject to certain approvals, issue additional shares, buy its cwn shares on the market, return capital to
shareholders, issue debt or repay debt. ’ , - - )

The Company' monitors capital on the basis of the net debt-to net debt plus equity ratio. Net-debt is bank

ifidebtedness plus long-term debt, less cash and cash equlvalents Equ1t) compnses all components of

shareholders equlty S v S Cw .o
[T v ey ' . e

Durmg 2008, the Company’s-strategy with respect to capltal ‘s unchanged from the prior year. -

Note 10. - Commitments and Contlngencles

Brookﬁeld Asset Management Inc (together with its aﬁihates “Brookﬁeld”) has provided a guarantee to.
the lendérs of the Company in support of its ‘credit faclhty The maximum amount of the guarantee is
$25.0. Fraser Papers has provided Brookfield with a guarantee that it will repay Brookfield any amounts
paid by Brookfield to Fraser Papers’ lenders. The guarantee is secured by a fixed charge on certain of
Fraser Papers’ propeity, plant and equipment.

Norbord Inc. (“Norbord™) has provided guarantees for certain obligations of Fraser Papers under a
financial commitments agreement. The maximum potential amount of the obligation guaranteed is
estimated to be $3.8.

Fraser Papers has been given approvals to temporarily transfer its Crown cutting rights and rights under a
fibre supply agreement with Acadian Timber Income Fund (“Acadian™) to a third party. While the third
party has agreed to pay the full costs associated with these transfers, the Company retains the legal
obligation to pay the Province of New Brunswick or Acadian should the third party not honour its
obligation. As at March 29, 2008, the maximum potential amount of this obligation is $0.7 (2007 — $3.7).

Note 1t. Related Party Transactions

Brookfield is a related party by virtue of owning a controlling equity interest in the Company. Acadian is
a related party by virtue of the Brookfield’s equity holdings in Acadian. All related party transactions are
recorded at the exchange amount.

During the quarter, Fraser Papers purchased approximately $1.4 (2007 — $1.6) of electricity for its
Gorham paper mill, from Brookfield. Included in accounts payable and accrued liabilities is $1.4 (2007 —
$0.5) related to these purchases.
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Fraser Papers has invested in Units of Katahdin Paper Company LLC {“Katahdin™), an indirectly, wholly’
owned: subsidiary of Brookfield. The Units earn‘a preferential cumulative distribution of 5% per annum.
Cumulativé distributions accrued-'on this_investment amount to $2:2:.(2007 + $2 -1) The mvestment is
accouated for usmg the cost method and is included in other assets; -1 . -,'.u‘ ' B

e, N R TV OO B T LA 1O TSP
During the quarter Fraser Papers garned ‘a” management fee' of :$2:1% (2007 ek $l 8) from Katahdm
Included in accounts receivable is $2.1 (2007 — $2.5) related to these fees. " o7

During the; quarter Fraser Papers sold $0.5'(2007 - $1.3) of goods and servrces to Katahdm Included in
accounts recelvabie is $04 (2006 $O 8) related to these sales Lo R

. Bt ;fu . i '5'2'."55.:_'.'"4’ Lot N oy
Fraser Papers has entered into 20 year Fibre Supply Agreements with Acadian. Durmg the quarter
purchases of fibre from the Fund amounted to $7.4 (2007 — $11.7). Inicluded ' ‘sccounts: payable "and
accrued liabilitics is $0.9 (2007 - $1.0) related to-these, purchases. In.addition, the Company s prior- equrty
interest in Acadian genera.ted drstrrbutrons of $0.6in thq first quarter of 2007 a5

e el R TP E by e e

In. connectlon wrth the Offmng, Fraser Papers entered. rnto a Standbv urchase Agreement with
Brookfield,-in-which Brookfield agreed: to -exercise, all of its rrghts and would purchase any common
shares not otherwise' subscribed for by other shareholders of the Company. As a result, Brookfield Ppaid
CAD$54.6 to acquire 18,813,241 shares, increasing their ownership interest to 70.5% of the Company.

Brookfield .has provided. the Company with:a facility. with a notional amount of $200.0 to enter into
forward foreign exchange gontracts as part of: the Company’s hedging activities. At March 29, 2008, .the
Company has entered into forward foreign exchange contracts of CAD$33.5 (2007 — CADS$30.0) as a
hedge against certain Canadian dollar-denominated net monetary liabilities and $69.3 (2007 — $35 2) as a
hedge of anticipated future Canadian dollar cash outflows, under this facility.. .~ - P e

Subsequent to the end of the quarter, the Company agreed.to pay-a guarantce:fee to Brookfield:in
connection with a guarantee to Fraser Papers’ lenders in support of Fraser Papers’ credit faerlrty The fee
is equal to an annualrzed ratc, of 2% of the maxrmum amount of the guarantee of $25 0 (or $0 5 per year)

Note 12. * Comparative Figures ‘ﬂ-""” A L f*‘ ST

Certam comparatlve ﬁgures have been reclassrﬁed from those prevrously presented to conform to the
current year’s presentation.
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Form 52-109F2 - Certification of Interim Filings Eﬁﬂpgﬁ; INTige
I, Glen McMillan, Senior Vice President and Chief Financial Officer of Fraser Papers Inc., certify that: U I
1. I have reviewed the interim filings (as this term is defined in Multilateral Instrument 52-109

Certification of Disclosure in Issuers' Annual and Interim Filings) of Fraser Papers Inc., (the
issuer) for the interim period ending March 29, 2008;

2. Based on my knowledge, the interim filings do not contain any untrue statement of a material fact
or omit to state a material fact required to be stated or that is necessary to make a statement not
misleading in light of the circumstances under which it was made, with respect to the period
covered by the interim filings;

3 Based on my knowledge, the interim financial statements together with the other financial
information included in the interim filings fairly present in all material respects the financial
condition, results of operations and cash flows of the issuer, as of the date and for the periods
presented in the interim filings;

4. The issuer's other certifying officers and 1 are responsible for establishing and maintaining
disclosure controls and procedures and internal control over financial reporting for the issuer, and
we have:

(a) designed such disclosure controls and procedures, or caused them to be designed under
our supervision, to provide reasonable assurance that material information relating to the
issuer, including its consolidated subsidiaries, is made known to us by others within those
entitics, particularly during the period in which the interim filings are being prepared; and

(b) designed such internal control over financial reporting, or caused it to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance
with the issuer's GAAP; and

5. I have caused the issuer to disclose in the interim MD&A any change in the issuer's internal
control over financial reporting that occurred during the issuer's most recent interim period that
has materially affected, or is reasonably likely to materially affect, the issuer's internal control
over financial reporting.

Date: April 30, 2008

signed “Glen McMillan™

Glen McMillan
Senior Vice President
and Chief Financial Officer
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Form 52-109F2 - Certification of Interim Filings
I, J. Peter Gordon, President and Chief Executive Officer of Fraser Papers Inc., certify that:

1. I have reviewed the interim filings (as this term is defined in Multilateral Instrument 52-109
Certification of Disclosure in Issuers’' Annual and Interim Filings) of Fraser Papers Inc., (the
issuer) for the interim period ending March 29, 2008;

2. Based on my knowledge, the interim filings do not contain any untrue statement of a matenial fact
or omit to state a material fact required to be stated or that is necessary to make a statement not
misleading in light of the circumstances under which it was made, with respect to the period
covered by the interim filings;

3. Based on my knowledge, the interim financial statements together with the other financial
information included in the interim filings fairly present in all material respects the financial
condition, results of operations and cash flows of the issuer, as of the date and for the periods
presented in the interim filings;

4, The issuer's other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures and internal control over financial reporting for the issuer, and
we have:

(a) designed such disclosure controls and procedures, or caused them to be designed under
our supervision, to provide reasonable assurance that material information relating to the
issuer, including its consolidated subsidiaries, is made known to us by others within those
cntities, particularly during the period in which the interim filings are being prepared; and

(b) designed such internal control over financial reporting, or caused it to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance
with the issuer's GAAP; and

5. I have caused the issuer to disclose in the interim MD&A any change in the issuer's internal
control over financial reporting that occurred during the issuer's most recent interim period that
has materially affected, or is reasonably likely to materially affect, the issuer's internal control
over financial reporting.

Date: April 30, 2008

signed “J. Peter Gordon”

J. Peter Gordon
President and Chief Executive Officer
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